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EDITORIAL COMMENT 


A QUARTER OF A CENTURY OF 
THE FEDERAL RESERVE 


AST month the Federal Reserve Sys- 

tem completed the first quarter of a 
century of its existence, an event which 
some of the banks observed with ap- 
propriate ceremonies. 

If the Federal Reserve System has 
not completely come up to the enthu- 
siastic expectations of its sponsors, in 
that it has not in anywise differed from 
most institutions of human origin. In 
one respect, at least, it has not been 
successful, and that is in averting bank- 
ing panics, for we have had, since the 
institution of the Federal Reserve Sys- 
tem, the most violent banking panic in 
the country’s history. Nor has the sys- 
tem done some of the other things 
which were predicted by these same 
enthusiasts. But it has done a lot of 
other things fully justifying its forma- 
tion. 

Although the Federal Reserve banks 
were not organized and ready for busi- 
ness when the European war of 1914- 
18 broke out, and the extraordinary 
demands made by that event on the 
banks for currency had to be met by 
invoking the provisions of the Act of 
May 31, 1908, at a later stage, when the 
United States entered the War, the Fed- 
eral Reserve banks rendered indispens- 
able aid in meeting the credit demands 
of the time. 


In regard to its lending function, the 
Federal Reserve System has undergone 
a marked change from the earlier years 
of its operation. It was the aim of the 
Act to establish commercial paper as 
the main basis for rediscounts by mem- 
ber banks, but in recent years this re- 
quirement has changed so as to include 
almost any good security. But what- 
ever may be the objection in principle 
to this change, it is of little real im- 
portance for the member banks have 
practically ceased from borrowing. 

Although, since the inauguration of 
the Federal Reserve System, the country 
has abandoned the Gold Standard and 
the Federal Reserve notes are no longer 
redeemable in’ gold, the notes are still 
secured by a reserve of 40 per cent in 
gold certificates, representing gold held 
by the Treasury. This requirement is 
one reason for continued confidence in 
the country’s circulating medium, con- 
sisting, as it does, largely of Federal 
Reserve notes. 

Since its inception, the Federal Re- 
serve has gained added powers over 
credit and bank reserves, and in the 
exercise of these functions has not es- 
caped criticism. While the political 
control of the system remains—the 
members of the Federal Reservé Board 
being appointees of the President—the 
direct influence of the Government has 
been somewhat curtailed by the with- 
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drawal of the Secretary of the Treas- 
ury and Comptroller of the Currency 
as ex-officio members of the Federal 
Reserve Board. 

The Federal Reserve System, both in 
its structure and administration, has 
been of service not to the member 
banks alone, but to the country at large. 
If.it has not altogether met the expec- 
tations of its most enthusiasic sponsors, 
its failure, in that respect, may be set 
down to the imperfections of most 
human institutions. 


£0) 
AN ANCIENT GRUDGE 


EW subjects afford greater interest 

to the student of American banking 
history than the origin of the prejudice 
against banks which has existed from 
the earliest times and is still with us. 

One ready explanation of this state 
of mind is that since banks are lenders 
and the people borrowers, the latter 
feel themselves in an inferior position 
and have the natural antipathy with 
which so many regard their superiors, 
Perhaps if loans never matured and had 
to be paid this feeling might undergo 
a change. 

Students of our banking history are 
familiar with Andrew Jackson’s war on 
Nicholas Biddle and the second Bank 
of the United States. But they may 
be surprised to learn that one of the 
strongest indictments of banks came 
from another and unexpected quarter. 
In a recent biography of Alexander 
Hamilton, this statement is attributed 
to John Adams: 

“Banks have done more injury to 
the religion, morality, tranquillity, 
prosperity and even wealth of the na- 
tion than they can have done or will 
do good.” 

Considering Jackson’s antecedents, 
and the fight against Biddle and the 
Bank of the United States, forced upon 
him by the political aspirations of 
Henry Clay, his position may be under- 
stood; but why Adams thought as at- 
tributed to him above is puzzling. 

The applicability of this prejudice 
against banks to the present situation 
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is evident. For there seems to be a 
rather widespread opinion, not that 
banks are injuring “religion, morality, 
tranquillity, prosperity and wealth of 
the nation,” but that they are not doing 
enough to promote these laudable ob- 
jects. In short, that they fail in ex- 
tending credit as they ought. The re- 
sponse to this charge is well known. 
Banks reply to it that they are not only 
ready to make, but are making all loans 
that are soundly based. Where there 
is a denial of credit it is because in 
their view the application is of a char- 
acter that a properly conducted bank 
cannot grant. It is natural that the 
would-be borrower and the‘ bank should 
not see eye to eye on this matter. 

Much of the business heretofore flow- 
ing into the banks is now being trans- 
acted by governmental or other agen- 
cies, although some of it is. gradually 
returning to the banks. But outside 
competition has grown to such an ex- 
tent that some thoughtful bankers con- 
sider that, unless this tendency is halted, 
the country’s banking system will be 
jeopardized. This may represent an 
exaggerated view of the situation, 
though pending proposals for the es- 
tablishment of new lending agencies 
certainly cannot be regarded with com- 
placency by the banks. 

It is frequently said that the people 
fail to understand the nature of bank- 
ing. If that is true, the job of provid- 
ing the desired enlightenment is one 
for the banks. Radical politicians are 
not slow in spreading a misunderstand- 
ing of banking whenever it will serve 
their purpose. 


MORE BANKING CAPITAL 


BECAUSE of the rapid increase in 

bank deposits, greatly encouraged 
by Treasury deficit financing, concern 
is said to be growing in Washington 
that there is not a corresponding aug- 
mentation of banking capital so as to 
provide a theoretical ratio between capi- 
tal and deposits. This ratio is com- 
monly assumed as $1.00 of capital for 
every $10.00 of deposits. Although un- 
doubtedly there should be a proper 
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ratio between a bank’s capital and lia- 
bility to the public, whether it should 
be greater or less than the ratio stated 
above, may depend upon circumstances. 
While it is true that ample capital af- 
fords an additional safeguard to de- 
positors, and the maintenance of an 
adequate ratio tends to sound manage- 
ment, the main reliance for banking 
safety is to be found in the character 
of the bank’s loans and investments. 

Discussion of the problem under con- 
sideration has arisen from the fact that 
while deposits are increasing, capital 
is decreasing by reason of retirement 
of preferred stock, the latter represent- 
ing, in most cases, advances made by 
the Reconstruction Finance Corporation. 
It is not surprising that the banks 
should seek, at the earliest practicable 
moment, to relieve themselves of an 
obligation standing ahead of the hold- 
ers of their common shares. 

One remedy offered for the situation 
is for the banks whose capital ratio 
has fallen below the desired limit to 
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sell preferred shares to the Reconstruc- 
tion Finance Corporation, since the 
market for fresh banking capital is not 
attractive at the present time. This 
remedy if applied fulfills theoretical 
requirements, but since such a sale of 
preferred shares is little more than a 
disguised loan, it is difficult to see 
that it represents any real or perma- 
nent improvement in the bank’s con- 
dition. 

With the improvement in bank earn- 
ings over a_ reasonable period, all 
needed banking capital could be ob- 
tained from the public without the aid 
of the Reconstruction Finance Corpora- 


tion. 
© 


SOCIAL RESPONSIBILITIES OF 
BUSINESS 


T a time when there is a tendency 
for Government to assume a con- 
tinually increasing share of what may 
be called “social obligations,” it is 
refreshing to remember that many of 
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the great corporations of the country 
are by no means lacking in regard for 
this responsibility. 

In addressing the Telephone Pioneers 
of America a short time since, Presi- 
dent Walter S. Gifford of the American 
Telegraph and Telephone Company 
said: 


We pioneered in the adoption of the bene- 
fit plan over twenty-six years ago. That 
was a step far out in front in those days. 
It provided for definite payments to em- 
ployes in case of accident or sickness and 
to dependents of employes in case of death, 
and for pensions after retirement. Remem- 
ber that this was over twenty-six years ago, 
when even accident compensation insurance, 
now adopted by nearly all the states, was 
jmst getting under way. Again, some twelve 
years ago the Bell System pioneered in the 
adoption of the accrual plan for providing 
for pensions, as against the pay-as-you-go 
plan. The result is that there is now in the 
hands of trustees, held solely for pension 
purposes, some $265,000,000. As in depre- 
ciation accounting, this pension accrual item 
of expense must be provided for before 
arriving at net earnings for dividends. 


One hears a good deal about the recogni- 
tion on the part of business—big business 
especially—of its social obligations. Appar- 
ently for many this seems a new idea. We 
know that in our business such recognition 
of social obligations goes back many years. 
At a time when other businesses were boom- 
ing, and stock split-ups and extra dividends 
were almost the order of the day, we stated 
definitely for the Bell System that either 
earnings in excess of those needed to assure 
the financial integrity of the business must 
be spent for the enlargement and improve- 
ment of the service or the rates must be 
reduced. That obligation, which includes 
fair treatment of employes, has been and 
will continue to be strictly lived up to. The 
interrelation of the employe, the stockholder, 
and the public, and the rights of each, have 
long been recognized by us, and we are, in 
my opinion, justified in feeling we were pio- 
neers in recognizing the social responsibili- 
ties of business in a democracy. 


While this example is typical, it is 
not exceptional, for many of the large 
corporations are working along similar 
lines. The banks, individually and 
through state-wide organization, are 
fully mindful of obligations to their 
staffs. Legislation may have hastened 
the adoption of these policies, though 
they would have developed more 
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slowly, and perhaps more soundly, with- 
out that aid in response to a growing 
sense of public duty on the part of 
those engaged in business enterprise. 


© 


DEFEAT OF OLD-AGE PENSIONS 


MUCH exultation was displayed over 
the defeat at the November elec- 
tions of plans for pensioning those of 
mature years, as proposed to the elec- 
torate of Ohio and California. Great 
surprise has been expressed, also, that 
proposals of this character could gain 
such wide acceptance as to threaten 
their approval in those two states. But 
was this so surprising after all? When 
the old people see the public funds 
being so lavishly poured out, not onl) 
for relief, but for subsidizing produc- 
tion (or non-production) of various 
kinds, and in some cases without re 
gard to the needs of the beneficiaries. 
it was only natural to expect that the 
aged should be expected to get theirs 
while the getting was good. Politicians 
have been so liberal with the taxpayers 
money that this desire on the part o/ 
the older men and women of the com- 
munity to get at least a modest share 
of the streams of milk and honey wa: 
entirely logical. Subsidizing people be- 
cause they are old and poor may not 
make sense. Neither does subsidizing 
farmers for not raising pigs and cotton. 
Manufacturers are subsidized with 
tariffs; shipbuilders and operators with 
gifts from the public treasury; labor 
unions by politicians; farmers by sev- 
eral forms of gratuity. No wonder the 
aged listened with eager ears and ex- 
pectancy to the siren voices of the poli- 
tician. He promised them they would 
get something for nothing. That is the 
fortunate state of those who are paid 
for not producing. 


® 


There are no rules of accounting that 
are not applicable to banking; and he 
who understands the science of accounts 
is eminently at home in a_bank.— 


William H. Kniffin. 
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Increasing 


Commercial Bank Profits 


By A. Puitip WooLrson 
Financial Editor, The War Coérdinator, The Research Institute of America, New York. 


NFAVORABLE bank earnings are 
usually attributed to the low level 
of demand for commercial and se- 

curity loans, and to the restrictive influ- 
ence exerted on bank investment policy 
by the uncertainties surrounding the 
long-term interest-rate prospect. It is 
certain that these factors have contrib- 
uted to the discouraging level of earn- 
ings, but it does not follow that com- 
mercial banks must wait for a change 
in Administration and a revival of busi- 
ness confidence to automatically place 
commercial bank business on a more 
profitable basis. 

An important reason for the low de- 
gree of profitability of commercial bank 
operations is the failure of commercial 
banks to charge adequately for the serv- 
ices rendered to their borrowers and to 
their commercial depositors. An accu- 
rate cost accounting system would indi- 
cate that both in the determination of 
their loan rates and of their service 
charges many commercial banks are 
still ignoring the most elementary prin- 
ciples of sound merchandising. If the 
commercial banks could place their 
present volume of business on a more 
profitable basis they would not only 
encourage investment in bank stocks 
but would be in a very favorable posi- 
tion to increase the returns to their 
stockholders. when the general level of 
business activity once again returns to 
more normal levels. 

The present condition of the commer- 
cial banking business is in one very 
important respect analogous to that of 
the steel industry. With both the situ- 
ation is one of marked excess capacity 
in the light of the existing demand for 


the industry’s product. Commercial 
@ 
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bankers therefore might profit from the 
advice given his industry some months 
ago by the executive of a leading steel 
company. 

“There is nothing to prevent any 
company from making a fair profit if 
it merchandises with intelligence,” said 
the chairman of the National Steel 
Corporation. “Fundamentally there is 
nothing wrong with our business. It is 
principally management that is respon- 
sible for our plight. Not economics; 
not politics. I maintain that if the man- 
agement of any company is conducted 
in a sound way it will make profits even 
at low levels of operation. And there 
is nothing mysterious about ‘sound 
way. The only way to make a profit 
is to sell at a price higher than cost.” 


Favoring Large Depositors 


Up to the present the merchandising 
policy of commercial banks seems to 
have been directed in many cases to 
discouraging the small depositor and 
giving the large depositor services at. 
less than cost. It is true that the cost 
per dollar of serving small depositors is 
greater than for large depositors. On 
this basis, discouraging the small de- 
positor has taken the form of abolish- 
ing or severely limiting the interest paid 
on thrift deposits, while the depositor 
with a small commercial account seems 
to have been exclusively chosen as the 
one to be burdened with so-called serv- 
ice charges. The larger depositor has 
been more favorably situated in that 
the services provided for him on a less- 
than-cost basis consist not only of un- 
dercutting on loan charges for whatever 
loan business is available, but also fail- 
ure to charge him on a proper cost- 
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“If the stockholders of com- 
mercial banks are again to be 
adequately compensated for 
their investment, and if bank 
personnel is to continue to be 
adequately rewarded, the com- 
mercial banking system must de- 
velop a sound merchandising 
policy, and that is the policy 
suggested by the Chairman of 
the National Steel Corporation 
—to merchandise at a profit,’’ 
suggests Dr. Woolfson in the 
accompanying article. 


accounting basis for the various services 
involved in handling his deposit ac- 
count. 

This is not to argue that the small 
commercial bank depositor should be 
exempt from service charges. But the 


principle of charging for services ren- 
dered could well be extended to all 
depositors, so that not only should every 
account be made to earn its keep, but 
the small depositor would be freed 
from the feeling that he is being dis- 


criminated against. It is not improb- 
able that a careful analysis of the vari- 
ous free services performed for the 
large depositor as compared with the 
few, if any, free services performed for 
the small depositor, would help the 
banks to understand- why the small de- 
positor is more influenced by Admin- 
istration criticism of commercial bank- 
ers than by the bankers’ criticism of 
Administration policies. 

Service charges are assuming an in- 
creasingly important position in the 
income accounts of many of the smaller 
commercial banks, but are not as yet 
of significant importance to the larger 
commercial banks in the leading busi- 
ness and financial centers. That such 
charges have in the aggregate already 
reached a substantial amount, and offer 
encouraging earning potentialities when 
more widely extended, is indicated by 
the fact that for the year 1938 service 
charges on deposit accounts for all 
member banks of the Federal Reserve 
System aggregated more than $50,000,- 
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000, or an amount equivalent to over 
25 per cent of the cash dividends de- 
clared by these banks. The accompany- 
ing table indicates how rapidly service 
charges have grown since 1933. 


Service Charges on Deposit Accounts— 
All Member Banks 
(In Millions of Dollars) 
20.6 39.4 
35.6 


Competition for High-Grade Loans 


‘The necessity for extending service 
charges, however, should not be consid- 
ered the only solution for the present.. 
faulty merchandising policy of the com. 
mercial banks. A more serious short 
coming of bank merchandising policy 
over the past several years, particu. 
larly characteristic of the larger com 
mercial banks, has been the competi- 
tion for the so-called high-grade loans. 

The result of such competition ha: 
been unfortunate for the commercia: 
loan rate structure, and is one thai 
could to an important degree have been 
avoided by effective commercial bank 
coéperation. There is nothing in the 
Administration’s easy money policy ani 
the current low level of long-terin 
money rates that justifies the commer- 
cial banks in undercutting to get most 
of the available commercial loan busi- 
ness at rates running from 1 to 11, 
per cent. A restoration of commercial 
bank lending rates to the more reason- 
able levels justified by proper cost ac- 
counting analysis would aid consider- 
ably in the improvement of both the 
gross and net earning position of the 
commercial banking system. 

The abolition of interest that was for- 
merly paid on demand deposits is a 
factor which of itself would suggest 
that bank lending rates lower by from 
1 to 114 per cent than those prevailing 
in the mid-1920’s would be profitable. 
And there is no reason to believe that 
the maintenance of a reasonable level 
of commercial bank lending rates would 
have any adverse effect on the volume 
of business, or on the level of commo4- 
ity prices, nor would it reduce the 
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amount borrowed from the commercial 
banks. 

A possible approach to a standard for 
commercial bank loan rate charges 
would be for banks to charge their com- 
mercial borrowers at no less a rate 
than the current long-term interest rate 
on high-grade corporate industrial 
bonds. If the commercial bank is to 
merchandise on a cost plus basis it 
would find that most commercial bor- 
rowers would have to pay more than 
the standard rate here suggested. As 
it is today, however, and as it has 
been for the past few years, the high- 
class borrower gets high-class rates and 
the borrower who is not so high class 
but still has credit rating pays from 
two to four times what the high-class 
borrower pays. Sound banking mer- 
chandising policy would suggest the 
raising of rates charged the more fortu- 
nate borrowers. 


Federal Reserve Study 


A study made by the Federal Reserve 
Board, and published in the January, 
1939, issue of the Federal Reserve 
Bulletin, illustrates the unprofitable 
lending rates at which banks are doing 
a substantial volume of their loan busi- 
ness. In New York City, about two- 
thirds of the money being lent to com- 
mercial borrowers was at rates between 
1 and 2 per cent. About one-third of 
the borrowers pay this rate, and the 
rest pay higher rates, many up to 6 per 
cent. In seven other Northern and 
Eastern cities, about half of the funds 
being lent for commercial purposes 
went at rates between 1 and 2 per cent, 
and the other half was rather evenly 
spread over rates from 2 to 6 per cent. 
However, nearly four-fifths of the num- 
ber of borrowers pay 4 per cent or 
more. In eleven Southern and Western 
cities, about one-fourth of the commer- 
cial funds being lent was at rates be- 
tween 1 and 2 per cent, and the re- 
mainder about equally distributed over 
rates from 2 per cent up to 6 per cent. 
However, nearly two-thirds of the 
number of borrowers pay 5 to 6 per 
cent; about one-sixth pays rates higher 
than 6 per cent, with some paying as 


high as 12 per cent. One of the con- 
clusions that the Reserve Board reaches 
from its study of money rate spreads 
is that “big borrowers are likely to 
obtain lower rates in part because many 
of them have ample credit standing and 
can shop around for their funds.” 

The study of the Board would seem 
to suggest that the larger proportion of 
the commercial banking system’s loan 
business is being conducted at the un- 
profitable level of rates fixed by the 
inability or unwillingness of the banks 
to turn away the type of borrowers 
who by their shopping around for low 
rates are succeeding in chiseling down 
the average commercial loan rate level 
to the point where profit for the bank 
almost ceases to be an important con- 
sideration. 


Interest and Loss Comparison 


How important it is for the banks 
to charge adequate rates on their entire 
volume of commercial loan business 
may be seen when a comparison is made 
of the losses on loans compared with 
the interest received on loans over the 
past six years. The accompanying 
table indicates that for the period 1933 
to 1938, all member banks of the Fed- 


“It is not implicit in our 
unit banking system, or under 
our easy money regime, that 
commercial banks should jeopar- 
dize the dividend return and the 
capital of their stockholders, or 
the wage standards of their per- 
sonnel, by pursuing. a com- 
mercial loan rate policy that 
fails to provide adequate re- 
serves for the losses necessarily 
associated with the commercial 
banking business. It is within 
the power of our independent © 
bankers to cope successfully with 
the problem of the commercial 
borrower who thus far, by shop- 
ping around, has_ successfully 
‘chiseled’ loan rates down to 
undesirably low levels.’’ 
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INTEREST AND LOSS COMPARISON 


All Member Banks—Federal Reserve System 
(In Millions of Dollars) 


Interest and Discount 


eral Reserve System reported total in- 
terest and discount received on loans 
aggregated $3,252,000,000, while total 
losses on loans aggregated $1,563,000,- 
000 dollars. If we should take into 
account recoveries on loans for this 
period, the total losses on loans would 
still reach the substantial amount of 
$1,203,000,000, equal to over 37 per 
cent of the total loan income. 

The increasing uncertainty as to the 
outlook for Government securities, 


which constitute the major proportion 


of the assets of the commercial bank- 
ing system, makes it imperative that 
the banks take every measure that lies 
within their power to strengthen their 
current earnings position. The unset- 
tled international situation and the un- 
certainties as to possible inflationary 
developments in the coming congres- 
sional term, while justifying the policy 
of the commercial banks, particularly 
in the larger centers, in continuing to 
maintain a large idle cash position, will 
involve a worsening in bank earnings 
prospects which can only be counter- 
acted by secitring more profitable re- 
turns on the currently available busi- 
ness. 

In the face of an easy money policy 
like ours and a similar pressure of idle 
funds seeking profitable investment, the 
commercial banks of Great Britain and 
Canada have succeeded over the past-sev- 
eral years in maintaining a profitable 
level of commercial loan rates. It is 
not implicit in our unit banking sys- 
tem, or under our easy money regime, 
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Losses 


on Loans 


425.4 
451.8 
252.4 
206.5 
104.8 
121.9 


Recoveries 
on Loans 


that commercial banks should jeopar- 
dize the dividend return and the capital 
of their stockholders, or the wage stand- 
ards of their personnel, by pursuing a 
commercial loan rate policy that fails 
to provide adequate reserves for the 
losses necessarily associated with the 
commercial banking business. It is 
within the power of our independent 
bankers to cope successfully with the 
problem of the commercial borrower 
who thus far by shopping around has 
successfully “chiseled” loan rates down 
to undesirable low levels. 

Successful commercial bank merchan- 
dising policy, as already suggested, in- 
volves the combination of a level of 
profitable bank lending rates with a 
wider extension of the system of service 
charges. It is, of course, merely a tru- 
ism to state that the depositor needs the 
commercial bank as much as the com- 
mercial bank needs the depositor. The 
commercial banks have built large or- 
ganizations and expensive offices ade- 
quately to provide for the business re- 
quirements of depositors, for the cost 
of which services the banks are only 
to a minor degree being compensated. 
If the stockholders of commercial banks 
are again to be adequately compensated 
for their investment, and if bank per- 
sonnel is to continue to be adequately 
rewarded, the commercial banking sys- 
tem must develop a sound merchandis- 
ing policy, and that is the policy sug- 
gested by the chairman of the National 
Steel Corporation, namely, to merchan- 
dise at a profit. 
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Do YOU have a problem in 
connection with your transit 
items? 

Do your customers give you 
documentary drafts that you find 
it difficult to collect? 


Is your present method of han- 
dling out-of-town items such as 
to cause you work, time, and 
expense that you would like to 
avoidP 


These are questions to which we 


think our continuously operating 
transit and collection department 
has found the answer. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$41,000,000 


Member of Federal Deposit Insurance Corporation 
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Protesting Means Protection 


By C. W. FisHpaucu 


Assistant Cashier, Security Trust & Savings Bank, Shenandoah, lowa 


RESOLUTION was adopted at the 
A recent American Bankers Associa- 
tion convention advocating the 
changing of the protest limit from 
$10.01 to $50.01. The resolution, which 
has been submitted to the Federal Re- 
serve banks reads as follows: 


Wuenreas, It is not legally required that 
inland checks be protested; and 


Wuereas, The chief purpose of notarial 
protest is that it affords a convenient 
method of proving dishonor and notice of 
dishonor in the event of a lawsuit insti- 
tuted by the owners, and there are few 
suits on dishonored checks of less than 
$50.00; and 


Wuenreas, The cost to the owners of the 
protest fee on small checks is out of pro- 
portion to the protection actually afforded 
them; and 


Wuereas, A survey of 
all banks throughout the country on the 
question of raising the minimum face 
amount of checks which should not be pro- 
tested revealed that a large majority fa- 
vored the change to a $50.00 minimum; and 


the opinions of 


Wuereas, The Bank Management Com- 
mission upon the basis of their survey rec- 
ommended to banks and clearing houses a 
change from their present practice of not 
protesting items of $10.00 and less to a 


‘“‘The raising of the protest 
limit from $10.01 to $50.01 
would serve no useful purpose, 
the only effect would be to en- 
courage bad check writing and 
to leave the endorser without 
protection. A schedule of uni- 
form rates and a comprehensive 
campaign of explanation would 
serve the public and banking 
much better. After all, protest- 
ing is not for profit, but for 
protection.”’ 


practice of not protesting items of $50.00 
and less; and 


Wueress, Many clearing houses have 
adopted rules changing their protest prac- 
tice in accordance with the Bank Manage- 
ment Commission recommendation and 
many banks have indicated their readiness 
to cooperate; and 


Wuenreas, These banks and clearing house 
associations are of the opinion that the 
new practice cannot be effective without 
the cooperation of the Federal Reserve 
banks, therefore be it 


Resotvep by the Executive Council of the 
American Bankers Association, that ‘the 
Federal Reserve bank in each Reserve Dis- 
trict be requested to conform its protest 
practice, beginning January 2, 1940, to the 
new practice adopted by banks and clear- 
ing house associations of not protesting 
items of $50.00 or less. 


The subject of protest is shunned in 
most banking discussions and such a 
change may go unnoticed. However, 
the raising of the protest limit is not 
merely a raise but a virtual wiping out 
of protesting altogether. For this rea- 
son, if for none other, it is worthy of 
study. Most checks that are protested 
fall in this $10.00 to $50.00 range. This 
resolution, if accepted, would mean the 
end of protesting and the protection it 
provides. 


Amount Not the Issue 


If it is not fair to protest a check 
of $10.01, it is not fair to protest one 


of $50.01, or even $101. The amount 
is not the issue—protesting itself is the 
issue. The purpose of any protest is 
for protection, and the fee is small 
compared with the promptness and ad- 
vantages it offers. If a customer does 
not wish his deposit items protested he 
may have any or all of his checks 
stamped: “no protest.” For this rea- 
son, changing the amount does not offer 
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GENERAL MOTORS 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products of 
General Motors Corporation and 
its world-wide affiliates: CADILLAC, 
LA SALLE, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX> 
HALL, OPEL, BLITZ— 


ACCEPTANCE 


GENI 
MOTORS 


INSTALMENT 
PLAN 


ORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


RAL 


These NOTES are available, in limited amounts, upon request. 


EXECUTIVE OFFICE NEW YORK - 


any new advantage; he has always had 
this privilege if he has wished to avail 
himself of it. 

Legally, the purpose of protesting is 
to hold persons secondarily liable and 
is proof that the item has been pre- 
sented, so if action is brought, the cer- 
tificate will take the place of witnesses 
in establishing evidence. But in real- 
ity, much more is accomplished; it 
greatly curtails the number of bad 
checks. If each check issued costs the 
drawer $2.00 or more, he is much more 
likely to limit his bad check writing. 
Many banks have a_twenty-five-cent 
charge on each insufficient fund check 
returned. This is not charged for 
profit; rather, it is a nuisance tax and 
is aimed at retarding the practice. The 
protest serves the same purpose, yet it 
is far more ethical and is an additional 
safeguard to the endorsers. 


Reasons Offered for Change 


There are only two reasons offered 
for the change. First, that it will save 
the customer many dollars in protest 


THE BANKERS MAGAZINE for December, 1939 


BRANCHES IN PRINCIPAL CITIES 


fees on returned checks. This is erro- 
neous. Most stores require their cus- 
tomers to supply sufficient information 
regarding themselves, so if a check is 
returned they can locate them. For 
this reason they are seldom injured by 
a protest fee. In fact, the protest assists 
them in collecting the check, the legal 
notice of protest makes the drawer 
much more anxious to take care of his 
check. 

The second reason favors the drawer. 
It is claimed that the protesting of 
smaller checks works a handicap on 
the drawer, that the rate is out of pro- 
portion to the amount involved. Pro- 
testing does not hurt any legitimate 
check writer. Nine out of ten checks 
protested are on parties who are ha- 
bitual check kiters or riders. A stiff 
fee is the only method to limit their 
activities. Remove this checkrein and 
it gives them the full-speed-ahead sig- 
nal for bigger and better bad checks. 

Perhaps the present method of pro- 
testing checks is not perfect. But is 
any charge perfect? Fault can be found 


ATT 





with service charge fees, exchange 
charges, and even interest rates. The 
protesting fee in most instances is as 
fair as any of those. Most of these 
are forced on the customer, while the 
protest is placed only on those who 
abuse their check-writing privilege. It 
does not appear that protesting is at 
fault, but that the fee charged is to 
blame. In this we have the nucleus 
of the matter—the variation in charges. 
Some states charge $1.50, while others 
go above $5.00. Customers or bank- 
ers can see little reason for this wide 
variation. For the customer to receive 
several different checks, each with a 
different protest fee, makes him won- 
der if the banks are not trying to get 
“all the traffic will bear.” A uniform 
rate would do more to solve the prob- 
lem than any change in amount. 

The change is mostly to pacify the 
public, which has never been given a 
full explanation of protesting. The 
reason has been shifted from one bank 
to another. The bank that does the 
protesting blames the bank from which 
they receive the check for demanding 
protest, and the bank that receives the 
protested check tells their customer that 
the drawee bank is the guilty one as 
they are the ones that receive the pro- 


‘‘The advantages of protesting 
are seldom referred to—they 
have been overlooked in the 
fault-finding. Protesting gives 
prompt notice of dishonor and 
that, many times, is worth more 
than a dozen protest fees. If 
the limit is raised, we are work- 
ing with the bad check writer, 
allowing him several more days 
in which to ply his trade... . 
Remove this protection and the 
crook is allowed at least three 
days more to work each town 
and, in addition, to issue larger 
size checks. This protection is 
worth a great deal when consid- 
ering a change such as advo- 
cated.’’ 


test fee. All in all, it is very confus- 
ing and irritating to the customer. He 
looks on protesting as a bank racket 
and a legal trick to make a few dol- 
lars. An explanation of protesting, and 
a uniform charge, would be one of the 
largest steps forward in public rela- 
tions of recent years. 


Advantages of Protesting 


The advantages of protesting are sel- 
dom referred to—they have been over- 
looked in the fault finding. Protest- 
ing gives prompt notice of dishonor. 
and that many times is worth more than 
a dozen protest fees. If the limit is 
raised, we are working with the bad- 
check writer, allowing him several more 
days in which to ply his trade. At th 
present time, a check artist must be 
out of town two days after he has 
issued a string of bad checks, as_ the 
protest notices will start coming in. 
Remove this protection and the crook 
is allowed at least three days more to 
work each town, and in addition to 
issue larger size checks. This protec- 
tion is worth a great deal when con- 
sidering a change such as advocated. 

The raising of the protest limit from 
$10.01 to $50.01 would serve no useful 
purpose; the only effect would be to 
encourage bad-check writing and to 
leave the endorser without protection. 
A schedule of uniform rates and a com- 
prehensive campaign of explanation 
would serve the public and banking 
much better. After all, protesting is 
not for profit but for protection. 


© 
NOTHING TO GAIN 


Ir America enters into this quarrel 
among the nations of Europe, private 
enterprise as we know it in this coun- 
try today will cease to exist. The busi- 
ness men of our country see clearly that 
business has nothing to gain and much 
to lose by participation in the present 


European struggle. If we are ever to 
participate in this war, let it be made 
clear, beyond a doubt, that we do so for 
other than business reasons.—Holman 
D. Pettibone, President, Chicago Title &: 
Trust Company. 
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Secondary Reserve Policies 
and Programs 


By Paut M. ATKINs 


Executive Vice-President, 
Grant & Atkins, Inc., New York City 


ARIOUS meanings have been given 
to the expression “secondary re- 
serves” in recent years in discus- 

sions of banking problems. A simple 
definition which, perhaps, conveys the 
basic idea succinctly and which was first 
published some ten years ago was as 
follows: “A secondary reserve is a re- 
serve which may be drawn upon to re- 
plenish the primary reserve when neces- 
sary. It is composed of those income 
producing assets which in one way or 
another may be used to obtain cash 
when necessary to recreate the primary 
reserve.”1 The same idea was given 
official endorsement some years later 
when this reserve was defined as fol- 
lows: “Secondary reserves consist of 
short term, readily marketable invest- 
ments which normally may be converted 
into cash through sale without material 
loss. They ordinarily include bankers’ 
acceptances, treasury bills and other 
short term Governments, prime commer- 
cial paper, and other short securities of 
the highest quality and broad market- 
ability.” 

The purpose of this article is to con- 
sider the policies which a bank proposes 
to pursue in regard to them, and the 
program or plan for future procedure 
by which it is hoped and expected that 
these policies may be realized., Both 
policies and programs are concerned 
with two major factors—the size of the 

‘Bank Secondary Reserve and_ Invest- 
ment Policies, by Paul M. Atkins; The 


Bankers Publishing Co., Cambridge, Mass., 
1930. 


*Statement of Principles and Standards 
of Investments for Commercial Banks, is- 
sued by the Bank Management Commission 
of the American Bankers Association, 1938. 


secondary reserve and its composition. 
In earlier articles, attention has been 
called to the necessity of analyzing the 
past developments and the present po- 
sition of a bank as a basis for both 
policies and programs. It is necessary, 
therefore, to return to these topics and 
to consider what influence such analyses 
may have on the secondary reserve of 
a bank as it has just been defined. 


Relationship of Deposits 


Since the primary object of the sec- 
ondary reserve is to protect the deposits 
of a bank by making possible their re- 
payment at the discretion of the de- 
positor, it is evident that the nature of 
the deposits will affect both the size 
and composition of this reserve. It is 
for this reason that it is so essential to 
differentiate the demand and time de- 
posits from each other and to segregate 
out of both classes the temporary de- 
posits. Due to the practice which is 


This is the fourth in a series 
of ‘‘previews’’ of Dr. Atkins’ 
new book on bank secondary re- 
serve and investment manage- 
ment, scon to be published by 
The Bankers Publishing Com- 
pany. 

Dr. Atkins, well-known econo- 
mist and bank consultant, or- 
ganized the office of, and was for 
five years Special Liquidator of 
Securities for the Comptroller 
of the Currency. 
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‘‘Since the major objective of 
the secondary reserve is to pro- 
vide cash funds for the primary 
reserve, and since the principal 
reason why cash is required is 
either to pay off deposits as they 
are withdrawn or to build up 
the legal reserve and working 
balances in the event that the 
volume of deposits increases, it 
is evident that the stability of 
deposits and the rapidity of 
their fluctuations constitute a 
major determinant of both the 
size and composition of the 
secondary reserve.’’ 


almost universal in the United States of 
paying time deposits whenever re- 
quested, there may seem to be certain 
sound reasons for treating demand and 
time deposits alike from the standpoint 
of the secondary reserve. If, however, 
time deposits are limited to thrift de- 
posits—and. such is actually the case 
once the temporary deposits which are 
held among time deposits are segregated 
—there are fundamental differences 
which warrant different’ treatments for 
these. two types. The mere fact that 
demand deposits may be withdrawn by 
writing a check, whereas it is usually 
necessary to go to the bank or to write 
a letter to the bank in order to with- 
draw time deposits, limits rather defi- 
nitely the ease with which the latter 
may be withdrawn as compared with 
the former. In this respect, the effects 
of time deposits upon a reserve are 
more restricted than those of demand de- 
posits. On the other hand, the fact that 
business demand deposits are tied in, to 
a greater or less extent, with business 
loans and hence tend to decline 
in amount as loans are paid off, would 
appear to indicate less need for primary 
and secondary reserves on the part of 
demand deposits. 


Deposit Stability Influence 


The answer to this question is not 
to be found in any theoretical analysis 


480 


of the differences between these two 
types of deposits, but is a study of what 
actually happens—in other words, what 
the relative stability of these several 
classes of deposits actually are, and the 
relative rapidity in their respective 
fluctuations. It is at this point that the 
analysis of the ebb and flow of the de- 
posits of a bank becomes of assistance 
to the solution of the present problem. 
It will usually be found that fluctuations 
in demand deposits are greater than in 
time deposits. Here is a pragmatic test 
that indicates rather clearly that de. 
mand and time deposits must be consid- 
ered separately in dealing with the sec- 
ondary reserve. If any further evidence 
were needed of the desirability of the 
segregation of these two types of de- 
posits from this standpoint, it would be | 
found in the Federal Reserve require- 
ments for the legal reserves of member 
banks which clearly recognize this dis- 
tinction. 


Reserve Deposit Ratios 


These same Federal Reserve legal re- 
serve requirements also give a hint re- 
garding the relative ratio of secondary 
reserve needed for demand deposits as 
compared with those desirable for time 
deposits. It will be noted that the legal 
reserve for demand deposits is approxi- 
mately two and one-half to four and 
one-half times that for time deposits. 
This indicates not only a differentiation 
by banking authorities between these 
two types of deposits, but also that the 
reserves against demand deposits should 
be substantially higher than those for 
time deposits. The ratios noted above 
should not be taken as more than a 
suggestion of the ratios suitable for 
secondary reserves for two important 
reasons. In the first place, those ratios 
were set early in the history of the Fed- 
eral Reserve System at a time when the 
nature of deposits in banks was quite 
different from what it became later and 
it is quite possible that, if these ratios 
had been set later, they would have dif- 
fered materially from those currently in 
force. 

In the second place, while temporary 


deposits are easily recognizable in 
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theory and may be defined in general 
terms without excessive difficulty, it is 
rather hard to know where to draw the 
line between temporary deposits and 
normal demand and time deposits. 
Every conscientious banker will experi- 
ence this difficulty when he attempts to 
segregate the temporary deposits of his 
own bank as an aid to the solution of 
the present problem, and probably no 
two bankers, studying the same deposits 
would reach identical conclusions. This 
has no particular significance when each 
banker is working for a practical solu- 
tion of this problem as he finds it in 
his own bank, but it is a matter of prime 
moment when attempting to establish a 
iule for universal application by a su- 
pervisory authority. Under such condi- 
tions, it is essential for a regulation to 
be clear-cut and unambiguous, and ap- 
plicable in a way that permits only one 
interpretation. 

If it were practicable in such regula- 
tions to separate temporary deposits 
from regular demand and time deposits, 
the relation of the required ratios of 
primary reserve to the different kinds 
of deposits might be different. The prin- 
ciple enunciated in the Federal Reserve 
regulations governing legal reserve for 
member banks, differentiating between 
demand and time deposits and suggest- 
ing a greater ratio in the case of de- 
mand deposits is significant, but the 
ratios themselves and the relation be- 
tween them need not be accepted as 
binding on the determination of second- 
ary reserve policies. 


Temporary Deposits’ Influence 


Before passing on to a further con- 
sideration of the influences of demand 
and time deposits, it will be useful to 
give attention to the temporary deposits 
and their relation to secondary reserves. 
As has been indicated earlier, they 
should be segregated from both demand 
and time deposits, so in the subsequent 
discussion it will be assumed that this 
has been done and that references made 
to demand and time deposits are on the 
basis of this segregation. 

Since it is the reasonable expectation 
that it will be necessary to repay tem- 


porary deposits within a short period: 
of time or, without warning, at any time, 
it is essential to keep funds to cover 
them in highly liquid form. A substan- 
tial part of these funds should be re- 
tained in the primary reserve—possibly 
as much as 50 per cent should be held 
in this form. It is desirable to invest 
the balance of the funds from this 
source in assets of the type which forms 
the more highly liquid: portion of the 
secondary reserve. If this is done, a 
bank, under anything approximating 
normal conditions, should be fully pro- 
tected against any embarrassment which 
this type of deposit might cause it. It 
is perhaps a moot question whether the 
assets of the secondary reserve type used 
to cover the temporary deposits should 
be included from the administrative 
point of view with what may be termed 
the “regular” secondary reserve. On the 
one hand, it is wise to simplify admin- 
istrative procedure so far as is com- 
patible with effective control. In the 
interests of simplification, it is well to 
include this reserve against temporary 
deposits with the regular secondary re- 
serve. On the other hand, it aids in 
obtaining an accurate view of the po- 
sition of a bank and the nature of the 
problem with which it is confronted if 
these assets, like a record of the tem- 
porary deposits, are maintained sepa- 
rately. Ease and effectiveness of con- 
trol are the objectives desired, and the 


‘“‘The probable maximum de- 
cline in each class of deposits 
must be evaluated with care. 
These declines need to be com- 
puted separately. If they come 
together the reserve must be 
adequate to take care of both. 
If they come at different seasons, 
some time apart, consideration 
may be given to this point also. 
As an over-all check, it is fre- 
quently helpful to ascertain 
what the maximum decline in 
total deposits has been.’’ 
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answer must be sought in the needs and 
limitations of the individual bank. 


Determining Factors 


In general, the determining factors 
are the size of the bank and the rela- 
tive importance of temporary deposits 
in its deposit structure. As in the case 
of practically all phases of business ad- 
ministration, the larger the amount, the 
more must the administrative details be 
subdivided in order to be controlled 
effectively. Hence, larger banks require 
subdivision of accounts that smaller 
banks do not need. If a large part of 
the deposits of a bank are temporary 
in character, then their successful man- 
agement becomes vitally important to 
the welfare of the bank, and again de- 
tailed controls are needed which are 
not essential to a bank having the same 
total deposits but only a small portion 
of which are temporary. In brief, the 
larger the bank, or the larger the pro- 
portion that temporary deposits are to 
the total deposits of the bank, the more 
desirable it is to have any earning as- 
sets in which the funds obtained from 
temporary deposits are invested segre- 
gated from the assets in the regular 
secondary reserve. 


Reserve Size Factors 


Since the major objective of the sec- 
ondary reserve is to provide cash funds 
for the primary reserve, and since the 
principal reason why cash is required 
is either to pay off deposits as they are 
withdrawn or to build up the legal re- 
serve and working balances in the 
event that the volume of deposits in- 
creases, it is evident that the stability 
of deposits and the rapidity of their 
fluctuations constitute a major determin- 
ant of both the size and composition of 
the secondary reserve. Since this reserve, 
together with the primary reserve, must 
be sufficiently large to make possible 
meeting the maximum decline in de- 
posits without impairing the legal re- 
serves or drawing down working bal- 
ances of cash below a practical mini- 
mum and still allow a safe margin to 


take care of emergencies, the probable 
maximum decline: in ‘each class of de- 
posits must be evaluated with care. 
These declines need to be computed 
separately. If they come together the 
reserve must be adequate to take care 
of both. If they come at different sea- 
sons, some time apart, consideration 
may be given to this point also. As 
an over-all check, it is frequently help- 
ful to ascertain what the maximum de- 
cline in total deposits has been. 

In using these figures, care should 
be taken to examine carefully into wha: 
appear to be exceptional cases to as- 
certain whether they are likely to be 
repeated. Not infrequently it will be 
found that there are special causes of 
unusual declines, causes which are not 
likely to be repeated either because the 
demand is not likely to be made, o 
because the banks can control the situa- 
tion in such a way as to avoid them. 
In connection with this study of the 
maximum decline in demand and time 
deposits, it is helpful to employ an in- 
dex of stability, showing the norma! 
degree of stability in the past and the 
extent of the departure from the nor- 
mal in the more extreme cases of fluc- 
tuation. 


Rapidity of Fluctuation 


The rapidity of the fluctuation of the 
two classes of deposits influences more 
the composition of the secondary re- 
serve, especially the degree of liquidity 
which it should possess. In so far, how- 
ever, as the rapidity of fluctuation aids 
in creating a draft on the secondary re- 
serve, it is a determining factor in size. 
The decision may be to increase the 
size of the secondary reserve instead of 
its liquidity to meet rapidity of fluctua- 
tion, using some of the assets of the 
secondary reserve as collateral for loans 
instead of obtaining funds by their 
liquidation or run-off. 


(Note: In the continuation of this article, 
in the January, 1940, issue of Tue BanxKeErs 
MacazineE, Dr. Atkins discusses additional 
factors affecting the size and composition 
of the secondary reserve.) 
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Old Republic 
has pioneered in 
adapting Credit 
Life Insurance 
to banks with 
Personal Loan 
Departments, 


% 


Op REPUBLIC has just brought out a 


unique brochure explaining its simple, practical plan of Credit Lite In- 


surance as used by hundreds of commercial banks with Personal Loan 
Departments—banks of all sizes in all types of communities in 29 states 
from New York to California. The brochure also contains examples of 
the few simple forms that make the plan almost automatic in operation. 
A copy of this brochure will be sent to any bank-officer upon request, 
Address N. A. Nelson, Jr., General Manager, Old Republic Credit 
Life Insurance Company, 309 West Jackson Boulevard, Chicago, III. 
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Centralized Banking Control 
Dangers 


By C. E. BENNETT 


President, Pennsylvania Bankers Association, and 
President, Tioga County Savings and Trust Company, Wellsboro, Pa. 


ANKING as you and I know it— 
the present system of banking that 
has unfolded thousands of oppor- 
tunities to small men, that has encour- 
aged initiative and individualism, that 
has contributed largely to making the 
United States the greatest power on 
earth, financially, industrially and mor- 
ally—is in jeopardy, and it is about 
time the bankers of this country, who 
have comprised the backbone of the 
financial system for years, arise from 
their lethargic state and begin to oppose 
the forces that are slowly but surely 
creeping into our financial situation. 
Despite the survey for Pennsylvania, 
which showed astounding activity in the 
granting of credits for the first 
six months of 1939, followed imme- 
diately for the State of Ohio with like 
results and now being carried forward 
throughout the United States; and de- 
spite a most comprehensive survey made 
by the Federal Reserve Bank of Phila- 
delphia as to any need for additional 


‘‘The present system of bank- 
ing is in jeopardy, and it is 
about time the bankers of this 
country, who have comprised the 
backbone of the financial system 
for years, arise from _ their 
lethargic state and begin to op- 
pose the forces that are slowly 
but surely creeping into our 
financial situation,’’ warns Mr. 
Bennett in the accompanying 
summary of his recent address 
before the Central Pennsylvania 
A. I. B. rally. 


machinery to take care of small loans, 
we now have a proposal for an addi- 
tional Federal iending agency to be 
known as the Industrial Loan Corpora- 
tion as part and parcel of the Federal 
Reserve System for making loans to 
small business concerns. The survey 
made by the Federal Reserve Bank of 
Philadelphia showed conclusively that 
there were comparatively few requests 
for credit from small business concerns 
which had any merit whatever, that 
could not now be taken care of either 
by the RFC or the Federal Reserve 
banks or the individual banks througbh- 
out the country. Plenty of ways can 
be found, with the machinery already 
in existence, to take care of every ap- 
plication for a loan that has merit, 
through a little broader interpretation 
of the needs by the supervising author- 
ities and through giving wholesome 
recognition to the merits of local secu- 
rities, both as investments and as col- 
lateral. 

In addition to the Industrial Loan 
Corporation which has been proposed, 
there have also been numerous sugges- 
tions for organization of Federal inter- 
mediate credit banks which have the 
same goal as that proposed for the In- 
dustrial Loan Corporation. 


Labor Control Danger 


If the suggestion to organize addi- 
tional credit facilities in this country, 
in addition to the countless bureaus 
which have already been set up, does 
not arouse the fear of all who have the 
welfare of this country at heart, cer- 
tainly the views announced at the San 
Francisco convention of the C. I. O. that 
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the Federal Reserve banks should be 
owned by the Government, should stand 
as a warning to all of us. Is it not 
significant that such a policy should 
be advanced by labor unions, which 
have instituted illegal sit-down strikes, 
which have virtually controlled the 
Wagner Labor Relations Board and, 
without question, have exercised a tre- 
mendous influence in Congress during 
the last few years? Were the dual sys- 
tem of banking in the United States to 
be eliminated and complete control con- 
centrated in the Federal Reserve Board 
and the Board controlled by politicians 
who, in turn, might readily be con- 
trolled by labor unions, we should be 
lrought to recognize that “He who con- 
trols the banks, controls industry.” 
Those who approve the free enterprise 
system, which has existed in this coun- 
try for so many years, and this includes 
especially the members of the banking 
fraternity, realize that this sort of cen- 
tralized control could be shifted di- 
rectly or indirectly into the hands of 
labor unions. 


Subtle Communism 


Creating additional lending bureaus 
by the Government for the express pur- 
pose of liberalizing credit facilities for 
loan applications having doubtful merit, 
would not only result in substantial 
losses but would foster a subtle form of 
communism. Instead of pouring the 
taxpayers’ money into the hands of un- 
deserving applicants for credit under 
the guise of preserving industrial activ- 
ity, the Government might better create 
an out-and-out subsidy for the perpetua- 
tion of business of doubtful merit in- 
stead of casting reflections upon the en- 
tire banking world as to its unwilling- 
ness to make sound loans. 

The setting up of additional facilities 
to compete with the banks in the loan 
market, when the banks are loaded with 
excess reserves and are willing and 
anxious to make loans, just does not 
make sense. 

The many suggestions being circu- 
lated these days about the concentration 
of the examining facilities into one 


‘‘If the bankers of this coun- 
try wish to prevent the Hitler- 
izing or the Stalinizing of our 
banking system, it is imperative 
that they continue to utilize 
every resource at their command 
to promote sound lending and 
thus prevent the further concen- 
tration of the monetary power 
in Washington, and fight to the 
last ditch for the preservation of 
the office of the Comptroller of 
the Currency and the system of 
state banking as they now exist.”’ 


bureau in Washington is fraught with 
real danger, as this would mean the 
elimination of the state system of banks. 

If the bankers of this country wish 
to prevent the Hitlerizing or the Stalin- 
izing of our banking system, it is im- 
perative that they continue to utilize 
every resource at their command to pro- 
mote sound lending and thus prevent 
the further concentration of the mone- 
tary power in Washington, and to fight 
to the last ditch for the preservation of 
the office of the Comptroller of the Cur- 
rency and the system of state banking 
as they now exist. 


® 


OUR MOST IMPORTANT JOB 


Our public relations work is our most 
important job, for public understand- 
ing of how we serve and how much 
we serve will determine our future, 
legislatively and every other way. A 
sound public relations program in- 
volves sound banking, a sound attitude 
and a readiness to inform the public 
concerning our services and our opera- 
tion. We must develop an ever greater 
sense of our public responsibility. We 
must strive constantly for better man- 
agement. We must endeavor to extend 
the usefulness of our institutions to 
their communities. And above all, we 
must run good banks.—Philip A. Ben- 
son, President, Dime Savings Bank of 
Brooklyn, New York. 
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Changes in Central Banking 


By Gusriep FREuND and Sam Fink 


INCE the crisis of 1929 there has 
been an increasing tendency toward 
the nationalization of central banks 

and the broadening of their scope and 
activities. This movement has occurred 
not only in the United States but also 
in most of the major countries of the 
world. It is worthwhile to analyze 
these changes, since the policy and ac- 
tion of the central bank of a country 
have a decided effect upon the credit 
structure of that nation. 

Prior to the war of 1914, no func- 
tions of material importance were as- 
signed to central banks. The law spe- 
cifically stipulated the nature of the 
acts which they were permitted to per- 
form, and those which were forbidden 
to them. In most instances, however, 


the central banks performed three main 
functions, these being the regulation of 


exchange, influence over the money 
market through the manipulatior. of the 
discount rate, and resort to open mar- 
ket operations, although the latter func- 
tion was expressly forbidden in the case 
of the Bank of France. At no time 
were the central banks utilized as in- 
struments toward influencing business 
conditions within a country. 


Important Changes 


During the late 1920’s, and espe- 
cially since the depression of 1929, a 
number of very important changes have 
taken place in central banking practice. 
The most important of these were: 

1. The establishment of a closer re- 
lationship between the government and 
the central bank of a country. 

2..-The ‘tendency toward- increasing 
the powers of the central bank over the 
money market and commercial banks. 

3. Revisions in the required legal 
cover provisions in order to further 
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increase the powers of the central banks 
over the credit structure of the country. 

4. The enlargement of the scope of 
activities of central banks. 

Since 1929 the movement to increase 
the power of the government and to 
nationalize the central banks has be- 
come more pronounced. In fact, in 
many countries, the governments took 
over complete or part control of the 
central banking institutions. Prior io 
1936 the Bank of Canada was privately 
owned, but in that year the control of 
the bank was vested in the Minister of 
Finance of Canada. This was done 
through the issuance of Class B voting 
shares to the Minister, these shares 
enabling him to appoint a majority of 
the directors. During the same year 
the governments of New Zealand and 
Denmark acquired control over the cen- 
tral banks. by means of payment of 
cash or government securities to share- 
holders in New Zealand, and in Den- 
mark by paying off the stockholders in 
government securities. In Italy, the 
Bank of Italy shareholders were paid 
off in a similar manner, and the present 
shares are held by public law institu- 
tions such as savings banks. In addi- 
tion, the capital of the central banks 
of Australia, Finland, Latvia and 
Sweden are owned by the state. In the 
United States, many proposals have 
been advanced for the nationalization 
and centralization of the Federal. Re- 
serve banks, and many hearings have 
been held by the Senate Banking and 
Currency Committee. 


Government Control Trend 


If one compares the developments 
of the immediate post-war period with 
those since 1930, the sharp contrast 
‘between conditions prevailing in the 
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1920’s with those of the present be- 
comes noticeable. In the early post-war 
period the trend was definitely toward 
making the central banks independent 
of the government, and of limiting the 
amount of government securities to be 
held by the central banks, as well as 
placing restrictions upon the amount 
of loans made by such banks to the 
state. The reason for this was the 
fact that inflation in Europe was caused 
through the issuance of paper money 
by central banks, and free borrowing 
by governments from central banks. 
To avoid repetition of such an occur- 
rence the central banks were made in- 
dependent units. This condition proved 
workable as long as the government did 
not have to resort to the central banks. 
Once a government found itself in finan- 
cial difficulties, however, it found it 
quite expedient to turn to the central 
hanks as a means of easing its plight. 
Thus the needs of the government in 
Japan, Germany and France were met 
by means of aid through the central 
banks. Even in the United States the 
central banks have, in recent years, ab- 
sorbed a material amount. of Govern- 
ment securities by means of open mar- 
ket operations, and the Thomas Amend- 
ment goes as far as to provide for the 
direct purchase of Government securi- 
ties by the central banks from the 
Treasury. 


Experience in the past has proved 
that too much control by the govern- 
ment over the central bank, and abuse 
of the credit facilities of the latter by 
the government, led to disaster. If this 
procedure is adopted again there is no 
reason to assume that it will not bring 
about the same results, although con- 
sideration must also be given to the 
fact that government exercises greater 
control over business now than ever 
before. Where a central bank comes 
directly under the control and owner- 
ship of the government, the latter 
sooner or later usually uses it to ob- 
tain funds to meet deficits, and this 
leads to currency and credit inflation. 

The enlargement of the scope of cen- 
tral banking was accomplished in three 
Ways, namely: 


1. Broadening of eligibility provi- 
sions. 


2. By making new types of securities 
eligible for collateral against advances, 
and 


3. By permitting central banks to 


make direct industrial and commercial 
advances. 


All of the above measures were 
adopted in the United States and 
France, and these measures if widely 
employed may lead to a material de- 
crease in the liquidity of the central 
banks. At present this is not a prob- 
lem of grave importance to the United 
States because the Reserve banks hold 
practically no other commercial assets 
outside of gold certificates and Govern- 
ment securities. The above measures 
are unsound, since central banks, par- 
ticularly in the United States, should 
not make direct advances or lower 
eligibility provisions, because sooner or 
later the penalty for the abuse will have 
to be paid. Central banks should not 
hold frozen or illiquid assets, and the 
existence of such a condition consti- 
tutes a menace to the credit structure 
of a country. 


Power Increase Factors 


The increased power over the com- 
mercial banks and the money market 


The trends and changes which 
have taken place in central 
banking in various countries of 
the world since 1929, and their 
significance here and abroad, are 
discussed in the accompanying 
article. 


Mr. Freund, a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is a member of the 
Research Department of the In- 
stitute of International Finance, 
and Mr. Fink is economist for 
the Jorgenson Advertising Cor- 
poration. The opinions expressed 
in this article, however, are those 
of the authors personally. 
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by the central banks was accomplished 
through two methods. The first was 
the power of the central banks to en- 
gage in large-scale open market opera- 
tions. Practically all central banks 
enjoy this power at the present time, 
although, until a short time ago, the 
Bank of France could not carry out 
open-market operations. Through the 
purchase and sale of securities, the vari- 
ous central banks could exercise a de- 
cided influence over the money market, 
and it should be noted that the power 
of the central banks to deal in such 
transactions constituted the first impor- 
tant step toward the uridermining of the 
gold standard. The second factor which 
increased the power of the central 
banks was the authority to change re- 
serve requirements. This was first rec- 
ommended by the MacMillan Commit- 
tee in 1931, and subsequently adopted 
in New Zealand and the United States. 
Similar provisions exist in Belgium and 
Sweden, and proposals have been ad- 
vanced for its adoption in Australia. 
So far, however, this provision has not 
been used elsewhere than in the United 
States. This is one of the most power- 
ful weapons in the hands of the cen- 
tral bank, through which it can influ- 
ence the money market. The influence 
which such action can have on the 
credit structure of a nation was wit- 
nessed in the United States in 1937 
and 1938. In this category belong the 
provisions proposed in some countries 
for increasing the fiduciary issue, such 
action enabling the central banks to 
influence the money market. All these 
powers were given to central banks in 
order to increase their powers over the 
money market and the commercial 
banks, and to place the latter in a bet- 
ter position to absorb government se- 
curities issued to finance deficits. 

To further increase the powers of 
central banks over the credit structure 
of the country, revisions have been 
made in the legal reserve requirements 
of central banks. Thus there has been 
a wholesale reduction in the required 
amount of gold reserves which the cen- 
tral banks are legally required to main- 
tain against notes in circulation, depos- 


488 


its, or both. In addition, stabilization 
funds operated by the government have 
been established in a number of coun- 
tries, this action further strengthening 
the powers of the government over the 
money market. 

All of the changes discussed above 
have developed and taken place prior 
to the outbreak of hostilities in August of 
1939, and special care has been taken not 
to consider the relationship of the gov- 
ernments and central banks during war 
time, since it is only natural that under 
such circumstances governments would 
assume complete financial control. 


Significance of Changes 


From this brief survey a number of 
conclusions may be drawn as to the 
significance of the changes which have 
taken place in central banking. These 
are: 


1. To further increase the power of 
government over banking and credit fa- 
cilities, the sphere of influence and the 
powers of central banks have been in- 
creased materially. This is of special 
significance, since it has been the trend 
in the United States since 1933. 


2. An ever-growing tendency to in- 
crease the power of the government and 
to nationalize all central banks. 

3. Nationalization of central banks 
is usually the first step toward the na- 


tionalization of commercial banks. Al- 
ready savings institutions in many coun- 
tries are under the control and owner- 
ship of the government. 

4. Control over banks is the first step 
in managed currency, since control over 
the flow of credit. and capital enables 
the government to control industries. 

5. As conditions exist today it is of 
little consequence whether or not cen- 
tral banks are owned by the govern- 
ment, since the major monetary policies 
are already being exercised by govern- 
ments. 


6. Central banks are deviating from 
orthodox financial policies, and their 
powers are being widened. These pow- 
ers are used not merely to regulate the 
volume of money and credit but also 
to influence business activity. 
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Will Foreign Bonds Reeover ? 


By Basit C. Ropes 


ORE than ever before, today, hold- 
L ers of foreign dollar bonds are 

anxiously asking the pertinent 
question, Will foreign bonds recover? 
At the present stage of the European 
conflict it is difficult to offer any fast 
predictions. On the other hand, it is 
apparent that there are certain develop- 
ments and trends which cannot fail to 
exert powerful influences on the future 
status of our foreign dollar bonds. 

Before dealing with these develop- 
ments let us trace the conditions which 
were responsible for the creation of 
these obligations. It is a well-known 
fact that foreign dollar bonds were sold 
in the United States after the last World 
War. The flotation of these loans made 
possible the economic and financial re- 
habilitation of the war-torn countries 
and assisted in the reconstruction of 
practically the only country in the 
world, after the last war, having sur- 
plus wealth and in position to lend capi- 
tal to foreign countries. 

The flotation of these loans in the 
United States was accompanied or fol- 
lowed in the political sphere by the 
establishment of peace, the creation of 
the League of Nations, and the promo- 
tion of international codperation. In 
the sphere of economics these loans 
were accompanied by the introduction 
of “free international trade” (within 
the limitations of national tariffs), sta- 
bility of foreign exchanges, stabiliza- 
tion of national currencies, and the 
inauguration of the gold standard. 
These developments were also accom- 
panied by an apparent leveling off in 
commodity prices brought about largely 
through the establishment of cartels. 
Economic and financial world codpera- 
tion was actively promoted. 

While the system of international 
credit was still operating it became evi- 


dent that a breaking point was ap- 
proaching. The structure was becoming 
top-heavy. The flotation of huge for- 
eign loans in the United States and 
subsequently in England and the Con- 
tinent year after year could not be con- 
tinued. Artificial barriers as well as 
false hopes and values which the sys- 
tem created could not be sustained. The 
smooth operation of the system was de- 
pendent upon the continuation of the 
loaning-borrowing process on an ever- 
increasing tempo. However, the build- 
ing up of inflated prices and values was 
gravitating against the structure. 


Market Collapse of 1929 a Pretense 


A pretense was found in the stock 
exchange collapse in the United States 
in October, 1929. Incidentally, this had 
been preceded by similar though less 
violent dislocations in the European 
markets. The attempt in the subsequent 
two years to_ resurrect the system 
through banking short-term credits 
proved disastrous. Finally, interna- 
tional credit collapsed, dragging down 
with it the political stability of the 
world. Internal and social agitation 


Mr. Rodes, the author of the 
accompanying analysis of for- 
eign dollar bond prospects, has 
been statistician for Standard 
Statistics Company and for the 
Colombian Bondholders Com- 
mittee; has traveled in Latin 
America, and is a keen inter- 
preter of world financial devel- 
opments. He has been a fre- 
quent contributor to THE 
BANKERS MAGAZINE and 
other periodicals on domestic 
and foreign public finances. 
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‘‘Attempts made in recent 
years to salvage the investments 
in foreign bonds in the United 
States have generally brought 
meager benefits to the American 
holders of those obligations. 
Losses have been staggering. In- 
terest in many instances has 
been lost for more than eight 
years. The market value of the 
investment has dropped to a 
small fraction of the original 
cost. It is conservatively esti- 
mated that the interest lost to 
the American investors on for- 
eign dollar bonds exceeds $1,- 
000,000,000. The capital loss 
reaches the total of $4,000,- 
000,000.”’ 


flourished in many countries. Long and 
protracted negotiations for disarmament 
completely failed. A furious race of 
rearmament ensued throughout the 
world and particularly in Europe. The 
League of Nations lost its apparent in- 
fluence and no longer remained an in- 
strument of peace. Extreme national- 


ism spread everywhere. Aggression be- 
came rampant in the Far East, Africa, 
Europe, and even in South America. 
The world was thrown into political and 
economic turmoil. 

In the economic sphere, conditions 


changed radically. The world’s price 
structure broke down. International 
trade was crippled by restr.ctions, regu- 
lations, high tariffs and barter agree- 
ments. Foreign exchanges widely fluc- 
tuated, national currencies depreciated, 
and the gold standard disintegrated. 
All the elements which had made pos- 
sible the flotation and the payment of 
external obligations were altered or im- 
paired. Defaults on external debts 
spread from continent to continent and 
country to country. With the exception 
of the British Empire (including the 
British Dominions and those other coun- 
tries such as the Scandinavians and Ar- 
gentina whose trade is mainly related 
to the British) and certain other strong 
world powers such as Italy, France, 
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Holland, Belgium and Japan, prac- 
tically all other countries defaulted on 
their external obligations. Nearly 75 
per cent of the outstanding foreign dol- 
lar bonds in the United States were 
thrown in default at one time or other 
after 1931. 

Attempts made in recent years to 
salvage the investments in foreign bonds 
in the United States have generally 
brought meager benefits to the Ameri- 
can holders of those obligations. Losses 
have been staggering. Interest in many 
instances has been lost for more than 
eight years. The market value of the 
investment has dropped to a small frac- 
tion of the original cost. It is con- 
servatively estimated that the interest 
lost to the American investors on for- 
eign dollar bonds exceeds $1,000,000.- 
000. The capital loss reaches the total 
of $4,000,000,000. The amount of for-. 
eign dollar bonds now outstanding in 
the United States has been reduced io 
less than $3,500,000,000 from $8,000,- 
000,000 in 1931. Of this, approximately 
$1,400,000,000 is due by our next-door 
neighbor, Canada. The remainder con- 
sists as follows: Europe, approximately 
$750,000,000; South America, $950,- 
000,000; Centra! America and West In- 
dies, $140,000,000; and Asia and Oce- 
ania, $250,000,000. 


War to Bring Additional Losses 


The new European conflict, unfortu- 
nately, will bring additional losses to 
the American holders of foreign dollar 
bonds. What is more disconcerting is 
the unpredictable course of political ori- 
entations and economic-social, entangle- 
ments. With Bolshevik Russia spread- 
ing out in Europe, it is impossible to 
anticipate the fate of the so-called capi- 
talistic system. A long war would not 
fail to bring additional economic and 
financial difficulties for European na- 
tions and many other countries. The 
cost of carrying on the war and the 
destruction of property and life, com- 
ing on the top of an exhausted economy 
for many nations (because of military 
expenditures and other problems), 
should prove an unsurpassable liability 
for many of these countries. Then the 
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problem of reconstruction and rehabili- 
tation will again arise. Its enormous 
cost must be shouldered in some way or 
other, and it is inescapable that hold- 
ers of foreign bonds are bound to sus- 
tain additional losses. 

The immediate result of the hostili- 
ties in Europe has been the disruption 
of international trade and international 
exchanges. Regulations and_restric- 
tions on foreign trade and foreign ex- 
changes have been further tightened. 
Foreign currencies have suffered a new 
setback. These developments have not 
only affected the warring nations but 
have exerted their influences upon all 
other nations. Eventually, countries re- 
maining neutral and able to supply the 
belligerents with foodstuffs and essen- 
tial materials should be expected to 
benefit. On the other hand, countries 
which are dependent upon restricted 
foreign markets and exports, which 


. may suffer because of the blockades, 


should be expected to meet additional 
economic and financial dislocations. In 
the long run, every nation will fare in 
accordance with the prudence with 
which its affairs are handled, and to 
the extent to which its national econ- 
omy will be affected by the present con- 
flict. 


World Stability. Progessively 
Impaired 


The European conflict is only one 
symptom of the many difficulties which 
the world has been facing-in the past 
few years. A war has been in prog- 
ress for more than two years in the 
Far East. The relations between Japan 
and Great Britain and Japan and the 
United States have been strained. The 
abrogation of the Japanese trade treaty 
by the United States, if followed by re- 
prisals, should be expected to have un- 
favorable repercussions in Japan. Jap- 
anese foreign trade is largely depend- 
ent upon the exportation of ‘silk, of 
which 90 per cent is imported by the 
United States. With the proceeds, 
Japan acquires raw cotton, which it 
manufactures into textiles and sells to 
the world, thus supporting its national 
economy. 


The present European war brings to 
focus the rising dangers of an impend- 
ing financial collapse in Europe. Hav- 
ing strained their financial position in 
recent years for the building up of in- 
struments of destruction (armaments) , 
certain European nations cannot hope 
to regain a financial equilibrium irre- 
spective of the outcome of the war. 
The breakdown of normal trade rela- 
tions and the rising of new financial 
problems would further impair the abil- 
ity of many debtor countries to meet 
their external obligations. Germany, 
Hungary, Poland and the Balkan states 
in Europe are believed to be in this 
category. In Europe and throughout 
the world, only those nations which are 
strong financially may hope to preserve 
their credit unimpaired, barring unfore- 
seen developments along the line of 
Bolshevik infiltrations. 


South American Prospects 


Among the South American Re- 
publics, Argentina, and to some degree 
Uruguay, may be expected to benefit by 
virtue of their ability to supply food- 
stuffs and other essential materials. On 
the other hand, Brazil and to lesser 
extent Colombia, should be expected to 
face reverses because of the primary 
dependence upon coffee exports, which 
are likely to be affected adversely by 
the European blockades. The loss in 
accumulated “Aski Marks” (German 


‘“‘The cost of carrying on the 
war, and the destruction of 
property and life, coming on 
top of an exhausted economy for 
many nations (because of mili- 
tary expenditures and other 
problems) should prove an un- 
surpassable liability for many 
countries. Then, the problem of 
reconstruction and _ rehabilita- 
tion will again arise. Its enor- 
mous cost must be shouldered in 
some way or other, and it is in- 
escapable that holders of foreign 
dollar bonds are bound to sus- 
tain additional losses.”’ 
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ing and audit control as applied 
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so doing the accounting procedure 
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The book is profusely illustrated 
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special mark balances) is probably 
very substantial for these countries. 
Brazil has already made it known that 
the country is unable to make any pro- 
visions whatsoever for its external 
dollar bonds. Colombia has again re- 
affirmed its promises to resume pay- 
ments, but actual distributions to the 
bondholders are likely to be meager. 
Such payments will probably apply to 
the Colombia national bonds and not 
on the departmental and municipal 
issues. 

The net result for holders of the 
Chilean dollar bonds is likely to be 
less favorable than otherwise. Chile 
has grandiose plans for the country’s 
rehabilitation (following last year's 
earthquakes) which must be financed 
somehow. Optional powers have been 
granted to the President of the Republic 
to divert some of the revenues, which 
have been assigned for the payment of 
interest and for the liquidation of the 
country’s external obligations. The 
problem of internal inflation again 
looms large in Chile, and in all proba- 
bility the bondholders will be called 
upon to make new sacrifices. The 
status of the Chilean dollar bonds has 
been impaired under the decreed plan 
of 1935. 

Also, the benefits which may accrue 
to Peru from the present war are not 
likely to be extended to the foreign 
bondholders. Plans regarding debt 
payments mentioned from time to time 
are expected to bring little relief to the 
American holders of the Peruvian 
dollar bonds. At the very best only 
nominal benefits may be granted to the 
bondholders. As to the holders of 
external dollar bonds of Costa Rica 
and El Salvador, the outlook at this 
time is less favorable than before the 
European conflict broke out. 


© 


The banker who believes that in 
service to his fellow men lies a reward 
far better than any pecuniary compen- 
sation can ever be will find abundant 
opportunities to render such service. 
This is the banker’s real and _ lasting 
reward.—William H. Kniffin. 
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Inflation Possibility Factors 


By JosepH H. Taccart 
Professor of Economics, School of Business, University of Kansas, Lawrence, Kan. 


UESTIONS concerning the possi- 
Q bilities of inflation in this country 

have been argued pro and con for 
a number of years. To the majority of 
people, inflation refers to sharp in- 
‘reases in the price levels of various 
classes of goods, services, and rights 
offered for sale in the markets, due to 
expansion in the effective circulation 
of money and credit. Mr. Gusried 
Vreund in an article in the September 
issue of THE BANKERS MaGaziNE points 
out a second type of inflation which 
he calls volume inflation. By volume 
inflation he means “a sharp increase 
in the production of commodities caused 
by an increase in the volume or ve- 
locity of money or credit.” While these 
two types of inflation do exist, some- 
times, and quite often, they operate to- 
gether. 

During the first World War in this 
country we had tremendous credit ex- 
pansion, with total deposits of member 
banks rising from $8,000,000,000 in 
December of 1914 to $26,000,000,000 in 
December of 1918. This was accom- 
panied also by substantial increases in 
velocity. During the period the whole- 
sale price index of the Bureau of Labor 
Statistics rose from less than 70 per 
cent to almost 160 per cent. Thus it is 
clear that we had credit inflation. It is 
also clear that we had “volume infla- 
tion,” for these years were ones of in- 
creasing utilization of productive fac- 
tors and expansion of productive equip- 
ment. 

As a matter of fact it is difficult to 
conceive of pure credit inflation short of 
complete utilization of the productive 
factors; price increases create profits to 
business because some of its costs are 
fixed and relatively rigid. These in- 
creased profits cause the business man 
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to expand his scale of operations; there 
is a definite tendency toward a more 
nearly complete employment of all 
agencies useful in the productive 
process. 


**Volume Inflation’’ 


The second type of inflation, “volume 
inflation,” was experienced in this coun- 
try in the years from 1921 to 1929, 
when deposits of member banks in- 
creased from $23,000,000,000 in June, 
1921, to $36,000,000,000 in June, 1929. 
During this period, manufacturing pro- 
duction as shown by the Federal Re- 
serve Index moved from about 70 to 
almost 130. Commodity prices did not 
rise. The Bureau of Labor Statistics 
price index of commodities other than 
farm products moved within very nar- 
row limits. Stability of prices in the 
period of great credit expansion was 
due to falling costs of production which 
resulted from technical developments 
and greater efficiency of organization. 
Falling costs and stable prices effected 
a great expansion of profits which 
played a part in causing speculative 
activity and large expansion of plant 
equipment. To many, this second type 
of inflation, as well as the first, seems 
to create difficulties which undermine 
prosperity and which sow the seeds of 
depression. 


One might possibly conceive of vol- 
ume inflation wtihout profit inflation. 
This assumes that goods and services 
come on to the market in proportion to 
the expansion of credit, and that any 
reduction in costs is reflected in price 
decreases. The very nature of demand, 
the presence of numerous ‘bottlénecks” 
in industry and resistance in our system 
to falling prices, as well as the nature 
of our banking process, indicate that 
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**In the past few years the 
budgetary deficit has not been 
instrumental in bringing about 
great credit expansion. The ex- 
planation for this is found 
largely in the contraction of 
other forms of lending by banks 
as Government holdings have 
been expanded. At the present 
time, however, such contraction 
is not being continued, and if 
the banks continue to absorb 
Government issues, the influence 
of the budgetary deficit will be 
inflationary, a tendency only 
partly offset by the fact that 
part of the funds are obtained 
from Social Security taxes.’’ 


there is no practical possibility of ex- 
periencing inflation of this character. 
Credit expansion, then, is bound to 
be accompanied by profit inflation. 
Whether or not there will be sharp in- 
creases in the price level depends on 
the impact of demand on the system. 
The present expansion of business ac- 
tivity, the prospects of selling to war- 
ring nations, and the hope that America 
can substitute for warring nations in 
trade with other neutrals indicate that 
there will be rapid demand changes. 
Prices, then, are likely to move sharply 
upward. Indeed, prices have shown 
definite rising tendencies in_ recent 
weeks as inventory accumulation has 
proceeded rapidly. 


Credit Expansion Factors 


The groundwork has been laid for 
credit expansion. In varying degrees 
the budgetary deficit of the Government, 
the devaluation of the dollar, and the 
large increase in monetary gold hold- 
ings have played their parts in creating 
the situation. Low interest rates and 
large excess reserves indicate that the 
banking system is ready to take care of 
additional demands for funds. 

In the past few years the budgetary 
deficit has not been instrumental in 
bringing about great credit expansion. 
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The explanation for this is found 
largely in the contraction of other forms 
of lending by banks as Government 
holdings have been expanded. At the 
present time, however, such contraction 
is not being continued, and if the banks 
continue to absorb Government issues 
the influence of the budgetary deficit 
will be inflationary, a tendency only 
partly offset by the fact that part of 
the funds are obtained from Social Se- 
curity taxes. If individuals buy Gov- 
ernment issues, the effect is inflationary 
unless the individuals purchase out of 
current savings or through a transfer 
of funds already in use. 


Devaluation and Price Increases 


Mr. Freund, commenting on the de- 
valuation of the dollar, said: “Most 
economists believe that when the gold 
content of a currency is reduced (de- 
preciation) the result will be a corre- 
sponding increase in the prices of com- 
modities.” He goes on to point out 
that statistics since 1933 disprove that 
theory. Most economists, however, do 
not hold such beliefs concerning devalu- 
ation. They recognize that conditions 
of international free trade in commodi- 
ties and gold and a flexible price sys- 
tem are essential to the adjustment of 
the price level to changes in the gold 
content of the dollar. Since all of these 
essentials have beer lacking, naturally 
devaluation has not brought about pro- 
portionally higher prices. Even War- 
ren and Pearson, who were considered 
extremists, suggested that there would 
be a lag of many years before such an 
adjustment would take place. Nor does 
this point of view on the part of econo- 
mists represent hindsight. If one re- 
fers to the newspapers of the day fol- 
lowing the announcements of devalua- 
tion, he will find the statements of any 
number of economists to the effect that 
devaluation would not bring about such 
price increases without a proportionate 
expansion of bank credit. Devaluation 
increased the credit base, and was in- 
strumental in causing a large influx of 
gold into this country, which further 
augmented the credit base. 
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At the present time we have about 
$16,500,000,000 in gold in this coun- 
try. Although some of thé~gold has 
been sterilized, the presence of $5,500,- 
000,000 of excess reserves indicates that 
all of it has not been. Furthermore, 
a substantial portion of it is available 
as a basis for credit expansion. It 
must be admitted that the monetary au- 
thority could restrict the use of gold 
in this connection. Yet, once an ex- 
panding movement has developed some 
force, it might be impossible for the 
authority to resist the pressure of de- 
mand for continued expansion by banks, 
by business men and, hence, by politi- 
cal interests. 


Excess Reserves Problem — 


Of course the immediate basis for 
credit expansion is found in the large 
volume of excess reserves which could 
support an increase of bank deposits of 
from $25,000,000,000 to $30,000,000,- 
000. There is little the monetary au- 
thority can do about these reserves. 
The usual instruments of control either 
cannot be used or are useless. The 
monetary authority utilized to a large 
extent its powers to raise reserve re- 
quirements. Moreover, the Federal Re- 
serve System is not in a position to 
sell all of its securities on the open 
market so long as the Government con- 
tinues to borrow heavily. Such action 
would wipe out less than one-half of 
the excess reserves, but it would force 
up the Government’s cost of borrow- 
ing, and undermine the value of Gov- 
ernment securities held by financial in- 
stitutions. The system might, and re- 
cently has, failed to buy additional se- 
curities as its present holdings mature. 
If the rest of the country is willing to 
absorb all new securities at low rates, 
which is doubtful, this policy might be 
continued. However, the banks would 
still be able to expand credit by 
$12,000,000,000 to $15,000,000,000, 
amounts sufficiently large to bring about 
substantial price increases. 


Interest Rates Factor 


Economists look on low interest rates 
as a factor, but only one of many, 


’ serves. 


which might encourage a demand for 
credit. But, by low interest rates, econ- 
omists mean low in relation to the pro- 
ductiveness of capital. If capital would 
yield only 14 of 1 per cent, economists 
would consider 1 per cent a very high 
interest rate. In recent years interest 
rates have been absolutely low, but rela- 
tively high; consequently, they have not 
promoted a demand for credit. A 
change in the prospective yield of capi-, 
tal might make interest rates relatively 
low; they would then play a part in 
promoting credit expansion. 


In summary, it seems that the one 
big factor in the present monetary situ- 
ation is the large amount of excess re- 
If business demands continue 
to increase with any degree of strength, 
credit will be expanded. It is extremely 
unlikely that increases in circulating 
credit will be offset by a flow of goods 
onto the market, or by lowered costs of 
production. It is still less likely that 
it will not result in profit inflation. 
Consequently, if credit expands as I 
think it will, I look, not for a period 
of wild inflation, but for a period of 
substantial price increases. Present in- 
dications are that such a period is al- 
ready in progress. 


*‘At the present time we have 
about $16,500,000,000 in gold in 
this country. Although some of 
the gold has been sterilized, the 
presence of $5,500,000,000 of ex- 
cess reserves indicates that all 
of it has not been. Furthermore, 
a substantial portion of it is 
available as a basis for credit 
expansion. It must be admitted 
that the monetary authority 
could restrict the use of gold in 
this connection. Yet, once an 
expanding movement has devel- 
oped some force, it might be 
impossible for the authority to 
resist the pressure of demand 
for continued expansion by 
banks, by business men, and 
hence by political interests.’’ 


THE BANKERS MAGAZINE for December, 1939 





Mooney Entitled to a Living 
Wage, Too 


By WitiiaM Macrerran, Jr. 
President, The State Savings Bank, Topeka, Kansas 


N his article, “The Challenge to 
DP senting.” which appeared in THE 

BANKERS MacGazINE for October, 
1939, A. A. Berle, Jr., presents argu- 
ments for extremely low interest rates, 
or else no interest, which deserves an 
answer in order that readers of THE 
BANKERS MAGAZINE may view the other 
side of the question. 

Money is a form of wealth the same 
as real estate, houses, business build- 
ings, live stock, inventories of hard- 
ware, furniture, dry goods, etc. 

Impliedly, Mr. Berle takes the posi- 
tion that if a person owns wealth in 
the form of money or bonds or mort- 
gages, he should be satisfied with little 
or no return on it in the form of in- 
terest; that he must be satisfied with 
the thrill of lending it to others so 
business can be stimulated and progress; 
but that if one owns wealth in the form 
of real estate, a department store, live- 
stock, etc., then a living wage return 
of 6 per cent or more is legitimate. 

Mr. Berle says the interest a bor- 
rower pays holds back progress; but 
he doesn’t go on and say that the rent 
you pay for improved real estate re- 


Referring to a recent article 
by A. A. Berle, Jr., which ap- 
peared in THE BANKERS 
MAGAZINE, the author points 
out: ‘*People who own wealth in 
the form of money are entitled 
to a fair return (a living 
wage) on it the same as people 
who own wealth in the form of 
real estate, hotels, livestock, a 
dry goods business, a hardware 
business, etc.’’ 


tards the real estate market, or that 
the price you pay for hardware or fur- 
niture retards sales of hardware and 
furniture. To be logical he must so 
state. 

Near the first of Mr. Berle’s article 
he points out that a 4 per cent mortgage 
loan on a house, running for twenty- 
five years, requires the mortgagor to 
pay as much interest as the amount of 
the principal; and he indicates that 
this is the largest single cost in con- 
nection with the building of the house. 
Of course the former is not so, because 
the mortgagor receives this 4 per cent 
interest, and much more, in the rent 
that he receives for the house; and the 
latter, the 4 per cent interest paid by 


the owner of the house, is one of the 
smallest items in the cost of the house. 


Harmful Possibilities 


If money to build houses could be 
borrowed at the cost of 14 of 1 per 
cent, or 1 per cent, it would probably 
follow that many more houses would 
be constructed than are needed; and 
this would operate to reduce the value 
of all old construction; which would 
do far more harm than good. (The 
operations of the F. H. A. have already 
produced this result.) It is better to 
leave the cost of money at a figure 
which will provide a living wage for 
the owner of the money, and then the 
law of supply and demand would more 
nearly regulate the amount of new con- 
struction. 

People who own wealth in the form 
of money are entitled to a fair return 
(a living wage) on it the same 4s 
people who own wealth in the form of 
real estate, hotels, livestock, a dry 
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goods business, a hardware business, 
etc. 

But Mr. Berle doesn’t think this. He 
says “If we have to learn to run a part 
of our banking system on the basis that 
its business is to supply money, and 
only secondarily to use the interest 
rate to provide profits for stockholders, 
then we just have to learn it; and that 
is all there is to it.” To bring out my 
point, I would revise this sentence for 
the hotel business to read as follows: 
“Tf we have to learn to run a part of 
our hotel system on the basis that its 
business is to supply rooms, and only 
secondarily to use the room rent to 
provide profits for stockholders, then 
we just have to learn it; and that is all 
there is to it.” Or we could revise it 
for the furniture business by making 
it read: “If we have to learn to run a 
part of our furniture business on the 
basis that its business is to supply fur- 
niture, and only secondarily to use the 
price charged for the furniture to pro- 
vide profits for stockholders, then we 
just have to learn it; and that is all 
there is to it.” 


Other Factors 


Just why Mr. Berle, in his illustra- 
tion about the cost of a new house, 
selected the cost of the money and 
ignored the cost of the labor and the 
materials that went into the house, is 
not clear. For surely it would also 
increase the number of new houses con- 
structed if labor would charge half 
what it now charges, and if all the ma- 
terial men would cut the cost of their 
materials in half. It would be just as 
logical to expect them to do this as to 
expect the owner of money to lend 
the money for 14 of 1 per cent, or 1 
per cent. 

On the point of stimulating business, 
Mr. Berle says: “It must be relatively 
plain that the more we are able to 
make capital available at low rates and 
practicable terms, the more private in- 
itiative we open up.” To paraphrase 
this sentence of Mr. Berle’s (in connec- 
tion with the subject discussed in the 
previous paragraph), I would make it 
read: “It must be relatively plain that 


the more we are able to make labor and 
materials available at cheap prices, the 
more private initiative we open up.” 

Mr. Berle’s thought of practically 
doing away with interest would throw 
the economic machine out of gear. The 
cheap money policy the Federal Gov- 
ernment has pursued the past six years 
gives ample testimony of the evil re- 
sults which follow. The banks of the 
United States have been compelled to 
reduce the interest rate paid on time 
deposits and savings accounts from one- 
half to two-thirds of what have always 
been considered normal rates on such 
money. In addition to this reduction 
of interest to depositors, the banks of 
the country have been compelled to 
impose service charges on demand de- 
posits. The statistics on bank opera- 
tions for the last few years definitely 
prove that without the reduction in in- 
terest on deposits, and the collection 
of service charges, many, many banks 
would not be operating in the black 
now, but would be in the red. 

And further, the time-honored insti- 
tution of life insurance would have to 
be completely revised if Mr. Berle’s 


‘““Mr. Berle suggests that if 
-the bankers won’t get busy and 
lend the excess reserves in their 
banks, the Government will take 
over and do the job for them. 
Apparently he forgets that the 
money in banks is owned by the 
depcsitors of the banks, and not 
by the men running the banks, 
who are but the trustees of the 
money; that the responsibility of 
lending the money safely, and in 
self-liquidating loans, so as to 
be able to return it on demand 
to the depositors, is on the bank- 
ers; also that under the New 
Deal business is so highly regu- 
lated, restricted, taxed and 
harassed that it can only with 
great effort hold its own, fet 
alone expand and employ more 
persons and use more capital.’’ 


THE BANKERS MAGAZINE for December, 1939 





plan of practically eliminating interest 
were to be adopted. Most life insur- 
ance companies increase the reserve on 
policies at the rate of three per cent 
per annum. This would be impossible 
if the maximum rate life insurance com- 
panies could obtain on invested funds 
was 3 per cent or less. During the 
cheap money period of the last six 
years, life insurance companies of 
necessity have had to reduce the divi- 
dends paid to their policy holders. And 
depositors in building and loan asso- 
ciations have experienced the same re- 
duction in the earnings on their money. 

Many retired persons today can no 
longer live on the income from their 
bonds and mortgages (because of 
greatly reduced interest rates brought 
about by the monetary policies of the 
Administration) and are supplement- 
ing what interest they do receive with 
part of their principal each year. 


The cheap money policy of the New 
Deal has proved to be a boomerang. 
It has operated to reduce consumer 
purchasing power at a time when a 
constant or increased consumer pur- 
chasing power was sorely needed. 


In his conclusion, Mr. Berle suggests 
that if the bankers won’t get busy and 
lend the excess reserves in their banks, 
the Government will take over and do 
the job for them. Apparently he for- 
gets that the money in banks is owned 
by the depositors of the banks, and not 
by the men running the banks, who are 
but the trustees of the money; that the 
responsibility of lending the money 
safely, and in self-liquidating loans, so 
as to be able to return it on demand to 
the depositors, is on the bankers; also 
that under the New Deal business is so 
highly regulated, restricted, taxed and 
harassed that it can only with great 


effort hold its own, let alone expand . 


and employ more persons and use more 
capital. Furthermore, Mr. Berle may 
have overlooked the fact that monetary 
acts and policies of the Administration 
have brought about, to a great extent, 
the present large excess reserves, and 
that a change in Administration in 
November of 1940 could conceivably 
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result in an impressive decrease in 
these excess reserves. 

The deposits of most of the banks of 
the United States are insured by The 
Federal Deposit Insurance Corporation. 
A bank to be sound must be operated 
at a profit; it must add annually to its 
surplus and undivided profits accounts. 
In an era of low interest rates like 
the last few years, many banks have 
found it difficult to earn a normal 
profit; and this in spite of the fact that 
they installed service charges and 
greatly reduced interest paid on depo:- 
its. In view of this situation it is at 
least unusual for the Administration to 
continue to pursue a protracted cheap- 
money policy, the ultimate result of 
which will be to weaken the insured 
banks. 

How would the central banks of the 
countries of the earth get along wit)- 
out interest? The discount rate is used 
by them as a regulatory weapon. It is 
raised to prevent overexpansion of 
credit, to attract gold, etc. 

In the parable of the talents in the 
twenty-fifth chapter of Matthew, Christ 
approved both interest and profit. 

No, interest cannot be abolished, or 
even nearly abolished; neither can 
profit. Not unless the capitalistic sys- 
tem which has made the United States 
the greatest nation in the world is 
changed. 

© 


THE GROUP SOUL 


Every institution has a group soul all 
its own. The bank that laughs such 
an idea to scorn likely has a spirit of 
indifference settled down upon it like a 
cloud. Every great army regiment has 
been characterized by a unique social 
morale. Men come to know that they 
are part of one another. It’s easy then 
to live together—to die together, if need 
be. There is a contagion in fellow- 
ship. Men brought together under a 
common inspiration become something 
different from the mere sum total of 
their individual souls. Knute Rockne 
always had more than eleven men in a 
game for Notre Dame.—Dr. Adam S. 
Bennion. 


THE BANKERS MAGAZINE for December, 1939 





Broaden customer service with Chase correspondent facilities 


Latin-American 
Banking Facilities 


5 


ECENT world:events have focused the attention 
R of manufacturers and merchants throughout 
the United States on the possibilities of increasing 
their trade with Latin-American countries. 

The Chase National Bank maintains» branches 
in several leading cities in the Caribbean area, 
and long established relationships with financial 
institutions in every trade center in Latin America. _ 
The Foreign Department of the Chase at the head 
office in New York thus has a timely and well- 
rounded knowledge of business and financial con- 
ditions in these countries. ; 

The benefits of these facilities and first hand 
connections are available to Chase Correspondent 
Banks. Equally valuable services are at their dis- 
posal for their banking requirements with Old 
World countries. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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A Program to 


Remold Public Opinion 


By J. J. ANTON 
President, Illinois Bankers Association, and Vice-President, The 
First National Bank of Chicago 


HERE is a growing need for atten- 
tion to a problem confronting us 
that, in my judgment, calls for 
every ounce of vigor and co-operation 
we possess. I refer to our relations 
with the public. While work has been 
done and some results accomplished, I 
definitely believe our activities these 
past few years in educating ourselves 
and the public in a changing economy 
affecting banks have been  over- 
shadowed by other factors. In other 
words, we have not always kept pace 
with rapidly changing opinions of our 
customers and also those who should 
be depositors or borrowers of banks. 
It may be that some of you do not 
feel the need for public relations work 
because you believe that your custom- 
ers and the citizens of the community 
are all friendly, or you may say we 
know most everybody and everything 
is quiet so there is no use “stirring 
things up. 
This would be a dangerous attitude. 
You don’t know what your customers 
are really thinking about your bank 


‘We must tell our story every 
chance we get—tell it honestly, 
simply, and repeatedly to as 
many people as we can get to 


listen. We must tell it in such 
a way that it will carry to them 
our own conviction,’’ says Mr. 
Anion in the accompanying por- 
tion of a recent address outlin- 
ing the Illinois Bankers Associa- 
tion program for public educa- 
tion and public relations. 


or you as a banker, especially with the 
publicizing of unsound theories of this 
or that type of “philosophy” of bank- 
ing or credits or what-not. In most 
instances the general public has heard 
nothing from you and knows little of 
your side of the story. To my way of 
thinking, the development of more con- 
structive action in public relations for 
the banks of this country is just begin- 
ning and will continue actively as a 
major project for many years. 


Pertinent Questions 


Let’s ask ourselves these questions: 
Can a man suffering the loss of his 
deposit in a bank which failed or in a 
bank with waived deposits, or a stock- 
holder suffering loss in a failed bank— 
and there are thousands of such cases— 
feel entirely reconciled toward nis 
bank, or banks in general? Would 
that man again buy stock with the same 
feeling of confidence that influenced 
his original purchase? Would we have 
the deposits of today without the in- 
surance feature provided by the Federal 
Deposit Insurance Corporation? Do 
you suppose our customers feel kindly 
to the idea of low interest rates on 
deposits and, for that matter, service 
charges? 

Do our customers look with favor 
upon banks as lending organizations 
when they read regularly in the press 
of the supposed need for more and 
more governmentally sponsored agen- 
cies to make loans, carrying the im- 
plication and often also direct accusa- 
tions that banks are not fulfilling their 
functions in meeting the credit needs 
of the nation? 
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Looking ahead, we may experience 
rapid changes affecting banking, such 
as a quick and definite demand for 
credits and, in turn, its effect upon 
discount rates. Then, it is the opinion 
of some that, if for no other reason, 
psychologically speaking we may an- 
ticipate an increase in rates in the near 
future. This, too, may and probably 
will have its changing effects upon 
public opinion toward banks. This 
may, prospectively, become a vehicle 
in overcoming our present difficulties. 

These questions cannot be answered 
today. We live in an age of unusual 
specialization—a streamline era. This 
generation, I think, is the most highly 
educated and informed people of all 
time. We are the beneficiaries of the 
highest standard of living of this or 
any other nation the world over—and, 
at the same time, the most critical and 
expectant public to do business with. 
A people who do not take things for 
granted. Customers who want to know 
—who have to be shown. In any 
event, many of our customers do un- 
derstand our problems and co-operate 
with complete satisfaction. However, 


I still say to you, and with sincere con- 


viction, that a great mass of our people 
do not and probably will not under- 
stand. Many of them will likely con- 
tinue to have chips on their shoulders. 
They may not shout their opinions from 
the housetops, but they make them 
known nevertheless, and we must cor- 
rect them. 


Improvements in Order 


I believe we must admit that some 
corrective improvements are in order— 
to improve ourselves, improve our serv- 
ice, and put a stop to these wrong and 
harmful opinions. The Illinois Bank- 
ers Association committee on education 
and public relations is preparing a 
plan to rebuild ourselves with our cus- 
tomers and the public. We're set, not 
for just a splurge, but for a long-time 
program, 

First, we are to study our own busi- 
ness a little more thoroughly and from 
the ground up. We’re going to under- 
stand it better ourselves and when I say 


“ourselves,” I mean everybody who 
is connected in any way with a bank, 
from the office boy up to the very top, 
including, if you please, the directors 
and the stockholders. They all are in 
the picture and each has an important 
part in this plan and program. 

Each bank is asked to study itself. 
I mean by that, its organization, its 
policies, what the bank does, how it 
does what it does and why and by 
whom, how its operations as they effect 
the public compare with neighboring 
banks; what does the community need 
in the way of banking service, is it 
getting it, and is it getting it with a 
smile? Are those who make up the 
personnel of the bank happy in their 
work? Are they well informed? Can 
they intelligently give their friends and 
acquaintances proper answers to the 
questions that come up or the com- 
plaints they hear? Are the employes 
loyal? Do they know and do their 
work as it should be done? Can the 
employes, and can we officials, meet 
the needs of an unusually exacting and 
critical public? The demands for 
capable management were never greater 
than at present. You have to “know 
your stuff.” Today a successful banker 
is a combination of accountant, lawyer, 
economist and also, to be a topnotcher, 
a salesman as well. Our business now 
requires a peculiar expertness of sales- 
manship and while we have only credit 
and service to sell, yet every contact 
between officer or employe and the cus- 
tomer involves the sale of two things— 
the bank itself and the individual him- 
self. Employes must be taught and 


‘“‘I fear, unless present ten- 
dencies are checked, the nation- 
alization of credit may become 
an imminent possibility. Some 
of us may conclude to ride 
along, to let nature take its 
course. But those of us who feel 
the concern of our future pros- 
pects will agree that the answer 
is education and the elimination 
of misconceptions.’’ 
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encouraged to give efficient service. 
They should have the ability to contact 
the public and to defend or explain 
the bank’s policies, at least in routine 
matters. 

Have we satisfactory welfare condi- 
tions in our banks, are we taking proper 
care of our organization in salaries and 
so on? It may be well for us to check 
with one another on this question. We 
must also resolve to co-operate among 
ourselves, with our neighboring banks, 
with our customers and with the public. 

From what I have said, it obviously 
is important that, first, we must be 
thoroughly informed about our own 
business and also informed, at least to 
Some reasonable degree, of present day 
economics and present day problems, 
before we can expect the other fellow 
to understand. 


To Remold Public Opinion 


So we come to the next part of the 
problem—how are we going to get the 
proper information across to the other 
fellow—to the public? How can we 
remold public opinion? Of course 
this is a big job, and then, again, it 
will take time—a few years likely— 
to produce worthwhile results. In 
every way, time and place, we must 
provide the opportunities. We will 
organize a speakers’ bureau through 
which we can furnish speakers to lunch- 
eon clubs, service organizations, schools 
and gatherings of many kinds. We will 
prepare material for talks for the bene- 
fit of the speakers’ bureau. This means 
we are to make public appearances. 
We, as bankers, have been altogether 
too backward in this respect—too hesi- 
tant to tell our story and also reluctant 
to talk openly about matters affecting 
our daily activities. We will cultivate 
other groups — labor, church, civic, 
social and fraternal. We will appeal 
to the press for its co-operation. We 
will ask the press to give us editorial 
space, and we must be able to make 
proper use of it. Occasional radio 
time in the interest of banking and the 
public welfare can probably be ob- 
tained. We will explore every sugges- 
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tion that comes to us and utilize every 
practical method that promises results. 

This, briefly, outlines what we have 
in mind. We must tell our story every 
chance we get—tell it honestly, simply, 
and repeatedly to as many people as 
we can get to listen. We must tell it 
in such a way that it will carry to them 
our own conviction. 

Too, we must begin to practice what 
we preach. In the field of credits, | 
believe much can be accomplished not 
alone to increase earnings but also to 
develop good will, if we will energeti- 
cally make it known that we are ready 
to make safe loans—loans for business 
purposes — sound loans on improved 
real estate and other loans. The mak- 
ing of small personal loans, automo- 
bile and other chattel loans is another 
field that develops good will and also 
spells profits under careful and intelli- 
gent handling. Let us bring borrowers 
and other customers back to the banks 
where they belong to discuss day-by- 
day financial problems. 


Re-establish Leadership 


To succeed in this effort we must 
restore our banks to their proper place 
in the community and that means re- 
establishing our financial leadership 
and influence. Moreover, if we are to 
succeed, our effort must be a completely 
organized one. We should adapt bank- 
ing services to changing needs — we 
should be more specific in our adver- 
tising as to rates, services and other 
factors. We must become more ener- 
getic—go after business—meet com- 
petition — meet rates. We must sell 
our services or other agencies will con- 
tinue encroaching on our business. As 
I have pointed out, there is considerable 
competition between national and pri- 
vate sources of credit. I fear, unless 
present tendencies are checked, the 
nationalization of credit may become 
an imminent possibility. Some of us 
may conclude to ride along, to let 
nature take its course. But these of us 
who feel the concern of our future 
prospects will agree that the answer 
is education and the elimination of the 
misconceptions I have mentioned. 
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IN WASHINGTON 


By Our WASHINGTON CORRESPONDENT 


HILE the special session of Con- 

gress did not do anything to 

banking, but confined itself 
wholly to a revision of the neutrality 
laws, it did give promise of remember- 
ing the bankers in its forthcoming reg- 
ular session. This was evident in the 
introduction, in the closing hours, of a 
new bill by Senator James Mead, New 
York, to aid business through stimula- 
tion of capital loans. Which is to say 
that bankers are now assured that this 
familiar type of legislation is by no 
means dead despite the effort of organ- 
ized banking early this summer. 

While the new measure carries the 
name of the junior Senator from the 
Empire State, the idea is that of Chair- 
man of the Federal Reserve Board Mar- 
riner Eccles and member Ernest Draper. 
These officials outlined such a bill be- 
fore the Senate Banking and Currency 
Committee when hearings were held on 
the first Mead bill providing for insured 
loans to little business under the Re- 
construction Finance Corporation. 


Other Activities 


Other activities during the last four 
weeks which have a direct bearing on 
banking and its future were found in 
the forced resignation of Elmer An- 
drews as Administrator of the Fair 
Labor Standards Act, evidences that 
the Giannini financial empire of the 
West is still under scrutiny, studies and 
surveys on the future of business by 
various Government agencies with ap- 
parent pessimism manifest, the work of 
Undersecretary of the Treasury Hanes 
to lay the groundwork for a new tax 
bill and the candid address of Marriner 
Eccles on the subject of taxes and ex- 
cess reserve in his appearance before 
the Federal Reserve Bank of St. Louis. 


Not forgotten, merely postponed, 
were the hearings under the Wagner 
Resolution for a study of banking and 
monetary problems. Efforts were made 
to stimulate the beginning of these hear- 
ings during the last few weeks, but the 
desire of the Administration to avoid 
discussion of controversial matters pre- 
vailed. Apparently, nothing may now 
be expected from this source until after 
the year-end holidays. It is true, how- 
ever, that while the conflicting theories 
relating to banking may not be pub- 
licly aired until the first of next year, 
several of the supervisory agencies of 
the Federal Government are prepar- 
ing memoranda in anticipation of being 
questioned as to their status. It is not 
unlikely that some of the agencies will 
be obliged to defend themselves. The 
desire to codrdinate and unify some of 
these still exists and again threatens 
to become vocal. 


TNEC Continuance 


The strategy of the White House 
leadership during the last month has 
been to not rock the boat while foreign 
policy remains the paramount interest. 
Despite considerable desire and some 
demand to push banking and monetary 
matters to the front, congressional party 
leaders were able to avoid the holding 
of hearings on all bills. The one ex- 
ception to the rule was the continuance 
of the activity of the Temporary Na- 
tional Economic Committee. Slowly 
and steadily the TNEC is probing 
charges of price control in many of the 
basic industries. 

Senator-Chairman O’Mahoney ,of the 
committee has indicated that the con- 
troversial subjects of savings and in- 
vestments soon will be taken up. These 
subjects were under investigation sev- 


TIE BANKERS MAGAZINE for December, 1939. 503 





eral months ago. Undersecretary of 
State Adolph Berle, Jr., then presented 
his memorandum which stirred anew 
the fears of many bankers that Gov- 
ernment ownership was not far away. 
And just before interruption of planned 
discussions on these related subjects, 
Ralph Manuel, president of the Mar- 
quette National Bank of Minneapolis, 
testified. He suggested the separation 
of savings and commercial deposits and 
indicated that savings might well be 
forced into investment channels under 
some broad program. 

Just what the TNEC will develop 
when the subjects are again before it 
has not been made clear. There is no 
reason to assume, however, that bank- 
ing will not be involved. In fact, bank 
processes are more likely to be criti- 
cally examined. 


Mead Bill 


Because of the very apparent interest 
of many high Administration officials 
in the stimulation of loans, especially 
as an aid to “little business,” the new 
Mead bill deserves careful considera- 
tion. The fact that the basic idea was 
proposed by two members of the Fed- 
eral Reserve Board indicates that bank- 
ers may find some difficulty in oppos- 
ing the principles involved, since the 
Reserve Board would administer the 
act rather than placing the authority 
under a direct agency of the Govern- 
ment. It is, of course, by no means 
certain that many bankers may not 
favor the bill. Stimulation of capital 
loans has long been sought. 

The Mead measure carries the an- 
nounced purpose: “To establish a per- 
manent industrial loan corporation to 
assist financing institutions in making 
credit available to commercial and in- 
dustrial enterprises.” This Industrial 
Loan Corporation would be managed 
by the Federal Reserve Board and the 
establishment of branches authorized as 
needed, anywhere in the United States. 

This corporation would be empow- 
ered to make loans, discount and pur- 
chase obligations, preferred stock, make 
commitments up to ten years with amor- 
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tization required periodically. The 
maximum loan allowed to one borrower 
would be as much as $1,000,000 and 
the aggregate outstanding at any one 
time would be $500,000,000. For the 
protection of banks an insurance fund 
would be provided designed to prevent 
losses, the maximum for any account 
being placed at $25,000. 

No Government capital would he 
necessary for the setting up of the 
corporation, hence no appropriation re- 
quired. The establishment of the new 
agency would come through the availa- 
bility of the $139,000,00 which now 
stands to the credit of the Reserve 
banks, being their original contribution 
to the setting up of the Federal De- 
posit Insurance Corporation. Only a 
bookkeeping entry would be necessary. 
Thus the Loan Corporation would have 
a capital of $100,000,000 and a surplus 
of $39,000,000. In addition, the hill 
gives it broad borrowing powers and 
its obligations would be tax exempt. 
The right to own property is also ex- 
tended, but state and municipal taxes 
would be permitted. 


Official Opinion 


While there are very evident difler- 
ences as to the scope of operation of 
such a corporation, there seems to be 
a nearly unanimous opinion among 
most high Government officials in the 
lending field that “something must be 
done for little business.” There is, 
perhaps, one exception in this general 
view. Federal Lending Administrator 
Jesse Jones believes that the Recon- 
struction Finance Corporation is filling 
the need with the codperation of banks 
through “participation” loans. 

Securities and Exchange Commission 
Chairman Jerome Frank sees the need 
for new legislation. More conservative- 
minded Secretary of the Treasury Mor- 
genthau joined in an endorsement of 
the need when, in answer to a direct 
question, he said “I am still interested, 
and I always will be, in seeing that a 
man of limited resources can get a loan 
at a reasonable rate.” He told of dis- 
cussing the subject with bankers and 
after an hour remaining unconvine 
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EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 
ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


that banks can supply the existing need 
under present plans. 

As the Treasury Secretary sees the 
situation, it is the long term loan that 
is most needed—from five to ten years. 
There must be allowed sufficient time 
jor business to amortize out of profits 
the full amount of the loan. “Some 
people say there is no need for it,” 
\ir. Morgenthau observed, “but I am 
not convinced that there are facilities 
to get such loans at a reasonable rate 
of interest.” 

The Secretary of the Treasury did 
not give a direct opinion of the new 
Mead bill, pleading that he had not 
read it. However, observers saw a gen- 
eral endorsement of the new drive. 


War Financial Problems 


Close to the consciousness of bank- 
ers and businessmen, and all Ameri- 
cans, is the fear of war’s conflagration 
across the Atlantic spreading to these 
shores. Coupled with danger of some 
now unpredictable involvement is the 
financial ability of conducting a war. 
Already, expansion plans are announced 
for the Army, Navy and Coast Guard. 
This will involve new outlays of public 
funds, all of which involves taxes and 
the public debt. Is spending to be con- 
tinued through rearmament efforts? 
Are larger military budgets to be offset 
with higher taxes? Then, too, under 
the revised Neutrality Act, is there 
danger from the cash and carry pro- 
visions which involves heavy gold in- 
flows adding still more to the excess 
reserves of the banks? Such complex 


New York City 


questions must be debated by the next 
Congress. 

Chairman Eccles, admittedly close 
to the President, proposed that Army 
and Navy needs be met out of new 
taxes. In fact, he would like to see the 
income tax base broadened. As an 
offset he would have consumption taxes 
decreased in order to provide greater 
purchasing power. He warned that ex- 
cess reserves will still further increase 
and intimated that the Reserve Board 
should be given authority to control the 
situation. 

© 


ADEQUATE TRUST COMPEN- 
SATION 


THE trust instrument, after providing 
for an adequate base rate, part on prin- 
ciple and part on income, to meet the 
cost of the service required under pres- 
ent standards, should contain a provi- 
sion that the compensation shall be in 
full for ordinary service rendered by the 
trustee, but for extraordinary services 
required or requested the tustee shall 
have reasonable additional compensa- 
tion. 

I know of no better way to safeguard 
both the trustee and the estate. It in- 
sures that the trustee will continue to 
function to the end of the trust regard- 
less of the obligations imposed from 
any source, and a court of equity is 
always available if the trustee should 
become unreasonable.—A. F. Young, 
Vice-President and Trust Officer, Na- 
tional City Bank of Cleveland, O. 
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ON 


THE WEST COAST 


By JouHn FarRNHAM 


S the year draws to a close, it ap- 
pears probable that Western bank 
profits, taken as a whole, will 
have attained a post-1929 high. Most 
of the branch systems have been able 
to keep above 40 per cent of their de- 
posits employed in loans and discounts 
throughout the year while some of the 
smaller country banks have, at times. 
had as much as 100 per cent of their 
deposits invested in this classification. 
As a large part of these loans has been 
in the shape of installment contracts of 
one kind or another, the interest carry 
is relatively large with the consequence 
that earnings have been swelled to a 
comparatively larger figure than similar 
loan ratios would have produced ten 
years ago. In many instances, how- 
ever, these earnings will not show up 
on year-end statements as a great many 
banks have adopted ultra-conservative 
reserve accounting policies. In many 
banks bond accounts have been written 
down to par and “other real estate” to 
a dollar a piece. The same tendencies 
apply in the case of other assets, for 
most bankers recognize the present as 
a period of incipient inflation, as evi- 
denced by the fact that bank deposits 
are recording ever mounting totals, and 
they have no intention of being caught 
when the inevitable deflation sets in. 
Thus it is likely that Western bankers 
are more reserve-conscious today than 
they have been in a generation. 


Conservative Electoral Trend 


Speaking of politics, the November 
elections throughout the West indi- 
cated a continuance of the conserva- 
tive trend, which first appeared a year 
ago. The defeat of Ham-and-Eggs in 
California got the headlines, but this 
was by no means the most significant 


of the electoral results. Generally 
speaking rather uninteresting conserva- 
tive candidates topped their more 
colorful, labor-union-backed, self-styled 
liberal opponents. The people seem 
weary of crusades. 


Small Home Increase 


Opinions differ, but many bankers 
are predicting that a great many smal 
houses will be built as a result of the 
revised regulations under Title I, Sec- 
tion 3 of the Federal Housing Act. 
This section provides for the insur- 
ance of 95 per cent. loans on houses 
costing $2,500 or less. The ability to 
build a satisfactory dwelling for $2.- 
500 varies as between localities, but 
in most parts of California and in 
some other sections a satisfactory four 
to five room house can be constructed 
for this sum and the low income 
groups, generally, seem anxious to buy 
them, because, all things considered, 
they get more house for their money 
this way than they can by renting. 


RFC Loan Co-operation 


The arrangement whereby a_ bank 
can originate a capital loan to in- 
dustry and then pass a large percentage 
of it back to the RFC for the latter 
to carry is catching on out here. Re- 
cently a group of Seattle banks, headed 
by the Pacific National Bank, set up 
in this way a $5,500,000 credit for 
Boeing Aircraft Company. The RFC 
agreed in this instance to carry, oF 
guarantee, as the banks wished 60 per 
cent. of the loan. In California, Bank 
of America has worked up several 
similar credits in substantial amounts. 
In the smaller industrial cities through- 


out the Twelfth Federal Reserve Dis- 
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trict, local banks have begun to develop 
this type of financing for relatively 
small local industries needing capital 
credits of around $100,000. The per- 
centage which the RFC takes over 
varies rather widely with the factors 
affecting each loan. 

There are many points in favor of 
this development in capital finance. 
First among these is that it brings 
to Western industry a credit source, 
which it has often lacked in the past 
because of the distance of the section 
from the capital markets and because 
of the hesitancy of investors to place 
funds in small enterprises. Beyond 
this, of course, it gives local banks an 
investment medium which is certainly 
hetter for their communities than the 
purchase of general market corporate 
bonds. But against these advantages 
lies the irrefutable fact that by em- 
ploying Government capital in this way, 
a dangerous socialization process is 
instituted. A better way to do the 
same job would be to organize an 
investment company with private capi- 
ial to replace the RFC function. Some 
groups of Western investors are con- 
sidering doing just this, but until 
Washington shows a greater degree of 
responsibility than has been evident in 
the past six years they are sitting on 
their plans. 


Shipping Prospects Dark 


The war in Europe coupled with the 
Neutrality Act will probably be found 
by future historians to have been the 
straw that broke the back of West Coast 
shipping. The shipping industry on the 
Coast has been on a steady decline ever 
since the. alien-led San Francisco gen- 
eral strike of 1934, largely as a result 
of the almost continuous chaos on the 
waterfront and in its environs. As a 
result shippers, with any regard for 
the ultimate delivery of their mer- 
chandise, have gradually turned from 
water to other forms of transportation. 
At the same time American flag boats 
have, one by one, been withdrawn from 
the Pacific trades and the heavy out- 


ward movement of Coast products to 
Northern Europe has been taken over 
in increasing degree by ships of foreign 
registry. The war, alone, has killed off 
a great deal of this foreign trade, which, 
of course, tends to shut down the wa- 
terfront. Now, the Neutrality Act deals 
a final blow. Thus the coming winter 
is likely to be the first of many hard 
winters ahead for longshoremen and 
sailors along the Pacific, for the dis- 
tant future is darker, if anything, than 
the present. Most available Coast ton- 
nage is now, or soon will be, obsolete 
and capital has indicated quite plainly 
that it will not move to replace it, so 
long as the waterfront unions continue 
in strength. At the same time, in an- 
other year or two, the Clippers to the 
Far Pacific will have preempted most 
of the mail and passenger trade. 


Banking Comparisons 


Contrary to the results of the past, 
which have often been unsatisfactory, 
Western trust departments, even in 
small banks, are becoming sources of 
substantial profits . . . Statistics of the 
American Bankers Association indicate 
that for the first six months of the cur- 
rent year Bank of America made a total 
of 277,906 individual loans for a total 
of $313,270,347. During the same 
period all reporting banks in Ohio 
made 249,472 loans aggregating $341,- 
761,718 and in Pennsylvania reporting 
banks made 231,236 loans aggregating 
$372,350,286. On this basis, Cali- 
fornia banks together made about twice 
as many loans as did the banks in the 
other two states. Ohio’s population 
is about equal to that of California 
while Pennsylvania’s is about one-and- 
one-half times as great . . . Bank de- 
posits in the Northwest—Oregon and 
Washington—have increased by at least 
$125,000,000 during the past year while 
holdings of Government bonds have re- 
mained about stationary . . . Beet sugar 
interests have not made up their minds 
whether their industry is to be a war 
baby or a war casualty. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Edited by Ke1TH F. WARREN 


90 YEARS AGO 


The Bankers Magazine 


A National Currency 


The common sense of the age points 
to a paper currency as a medium of 
exchange. Hard money will not answer 
for the purposes of intercourse between 
men, or between the government and 
the people. In the multitudinous deal- 
ings of the masses, in commerce, in 
manufactures, in exchange, in travel, 
etc., paper money is the medium 
adopted—and why should it not be by 
the government? 

The points to be attained are first, 
safety; second, convenience. If a 
paper circulation can be obtained for 
government purposes, involving no 
more risk, or less, than that involved in 
the subtreasury scheme, we presume 
few or none would object to it. This 
we think can be accomplished by an 
adequate issue of treasury notes, re- 
deemable in coin, and receivable for 
all government dues. Such treasury 
notes should be, 


December, 1849 


1. Payable without interest. 
2. Payable to bearer. 


3. Receivable in payment for cus- 
toms, public lands, postage, and for 
all dues to the government. 

4. Redeemable in coin at New York. 


5. Exchangeable at all times for coin 
deposited. 


Periodic Statements Urged 


We think it necessary that all bank- 
ing institutions should make periodical 
publications of their condition, so that 
the community may distinguish between 
the sound and the speculative ones. In 
England, a monthly statement. is made 
by the country banks, .and weekly by 
the Bank of England. These are too 
frequent. A quarterly exposé of the 
banks of the several states would be 
useful, and would serve to show which 
are the institutions which are too much 
extended. 


570 YEARS AGO 
December, 1889 


The Bankers Magazine 


The National Banking System 
One of the legacies of the (Civil) 


war most highly prized is the national 
banking system. Many believe that the 
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payment of the national debt means the 
death of the system; but surely this is 
not the case. So far as_bank-note 
issuing is concerned, of course, the 
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payment of the national bonds will 
necessitate either some other basis, or 
else the withdrawal of this function 
from the banks entirely, but the system 
will doubtless survive and grow in use- 
fulness with the coming years. The 
banks are steadily multiplying, ‘and 
probably they will increase more and 
more, and they certainly would if they 
were not required to purchase bonds as 
a basis for doing business. So long as 
the premiums are so high, those who 
wish to organize banks in many in- 
stances hesitate because they are un- 
willing to put so much of their capital 
into that form. If Congress should 
repeal this provision, or simply make 
it optional with the banks, we have 
uo doubt that they would increase more 


rapidly and in places where they are 
much needed. Congress could well 
take this step, for no risk is run, nor 
would the system be imperiled in any 
way by the repeal of the requirement. 
Certainly it is not. necessary for na- 
tional banks to issue notes today, so 
far as their own interests are concerned. 
The profits are too small to make it 
worth while for them to engage in the 
business, and, as we have said, the risks 
are so great of purchasing bonds at 
present prices that they would rejoice 
over the repeal of the law requiring 
them to purchase them as a basis of 
circulation Let Congress repeal the 
law and a good thing would be done in 
the way of increasing the usefulness of 
the national banking system. 


25 YEARS AGO 


The Bankers Magazine 


Individual Initiative 


True progress is brought about, not 
through special privilege, nor un- 
bridled radicalism, nor under a social- 
istic régime. On the other hand, I am 
fully convinced that all history proves 
the truth of the declaration of that 
great statesman, Thomas Jefferson, to 
wit: “Agriculture, manufactures, com- 
merce and navigation, the four pillars 
of our prosperity, are most thriving 
when left most free to individual en- 
terprise.” 


Individual initiative; the ownership 
of one’s own home, sweet home; the 
right to enjoy the fruits of one’s own 
labors, lifts even the lowest to the right 
of kingship, energizes his activities and 
thus insures the greatest possible prog- 
ress to any nation. The result of in- 
dividual freedom in the United States 
is the most shining example of progress 
the world ever knew. 


State socialism, born, in most cases, 
of philanthropic intent, is destructive 
to human progress, because the knowl- 
edge that the state will care for us, 
blights the energies of the few who are 
born with broad powers of initiative. 


. « December, 1914 
The masses grow indifferent if the 
state will care for them. To abolish 
poverty is, alas, beyond the power of 
man.—A. J. Frame, President, Wau- 
kesha (Wis.) National Bank. 


Eliminating Unprofitable Accounts 


If a bank of necessity must reduce 
the cost of doing business, no mistake 
will be made if the first step taken is 
in the direction of an immediate elimina- 
tion of unprofitable checking accounts, 
and only when the volume of business 
has actually been lessened by this 
process is it well to reduce the number 
of men employed or if need be curtail 
the expenditure for advertising. 

Let every account be considered from 
the standpoint of profit or loss to the 
bank. If the profit is only $1.00 the 
bank can afford to carry the account, 
but if kept at a loss though it be small, 
the bank is justified in considering 
closing the account; at least, it can do 
no less than insist that the depositor 
build up the balance to a point which 
will enable the bank to make‘ a profit. 
—W. R. Morehouse, assistant cashier, 
German American Trust and Savings 
Bank, Los Angeles. 
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INVESTMENT 


and FINANCE 


Edited by OSCAR LASDON 


SECTION 77 AND THE RAILROAD 
STOCKHOLDER 


By Lawrence WHITFIELD 


IN the parlance of that familiar warn- 
I ing of the railroad industry, stock- 

holders of bankrupt and so-called 
“border-line” carriers should “Stop, 
Look and Listen!” Recent develop- 
ments in pending reorganizations would 
seem to portend that many owners of 
such properties are in danger of losing 
their equity rights without being given 
an opportunity for recoupment in the 
event of a return of normal conditions 
to the industry. This opinion is ex- 
pressed in view of the current trend 
on the part of the Interstate Commerce 
Commission, in rendering its reports 
and orders covering plans of reorgan- 
ization for individual railroads, to 
closely follow the memorandum reports 
of its examiners, most of which, to 
date, have recommended extinguish- 
ment of stockholder equity. 

Many authorities contend that there 
is no foundation in justice, law or logic 
for such action, as it was not the pur- 
pose of Congress in enacting Section 
77 of the Bankruptcy Act to eliminate 
the equities of stockholders, but on the 
contrary, to protect railroad owners 
from loss resulting from reorganizations 
based upon depressed business condi- 
tions in the event of an early return of 
prosperity to the industry. Paragraph 
(b)' of Section 77 provides that a plan 
of reorganization may include provi- 
sions “modifying or altering” the rights 
of stockholders generally, or of any 
class of them, either through the issu- 
ance of new securities of any character, 
or otherwise. Legal authorities do not 
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agree that the term “modifying or alter- 
ing” means or implies “extinguish- 
ment” of stockholders equities. 

Section 77 further provides that a 
plan of reorganization shall be based 
upon probable prospective earnings of 
a railroad in the light of its earnings 
experience and all other relevant facts: 
that it shall be fair and equitable and 
afford due recognition to the rights of 
each class of creditors and stockhold- 
ers; that it shall not discriminate un- 
fairly in favor of any class of creditors 
or stockholders; and that it shall con- 
form to the requirements of the law of 
the land regarding the participation of 
various classes of creditors and stock- 
holders. 

In determining the maximum limita- 
tions for proposed new capitalizations, 
the reports of Commission examiners 
in pending reorganizations base pros- 
pective earning power on the earnings 
of the depression period, and conclude, 
in most cases, that such earnings do not 
permit new capitalizations large enough 
to recognize stockholder equity. The 
subjects of prospective earning power 
of a railroad, and the maximum capital- 
ization it can support, are complex 
ones, and the judgment of the Interstate 
Commerce Commission and the courts 
is not infallible. A capitalization upon 
which there is a low rate of earning 
power during a period of business 
depression, might be deemed excessive, 
but in normal times and greater earning 
power, a higher capitalization might be 


well justified. 
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Furthermore, it is questionable 
whether due consideration and weight 
have been given by Interstate Com- 
merce Commission examiners to “all 
other relevant facts” necessary in de- 
termining the matter of stockholder 
equity. Property valuation, earning 
power in the past, and the continued 
increase in railroad operating efficiency 
are important factors to be considered 
in addition to the current upward trend 
in earnings. Moreover, the facts should 
not be overlooked that many railroad 
stocks represent an original investment 
at par; that a large part of present rail- 
road investment was derived from the 
sale of stock; and that hundreds of 
millions of dollars of net income, which 
might properly have been distributed 
to stockholders in the past were instead 
reinvested in the properties by con- 
servative managements. 

Evidence of differences of opinion 
within the Commission itself as to the 
factors upon which a _ reorganization 
plan should be based, as well as the 
treatment of stockholder equity, is 
shown in the case of one large railroad 
system now in bankruptcy. A report 


in its proceeding issued by the Inter- 


state Commerce Commission Bureau of 
Finance, stated: 

“The substantial properties of the 
debtor, its diversity of traffic, its long 
record of good earnings and its long 
range possibilities of future service and 
earnings justify a finding that the pres- 
ent stockholders have an equity in the 
property, which can and should be 
recognized in shaping a new capital 
structure for the reorganization of the 
debtor.” 

Later, an Interstate Commerce Com- 
mission examiner found in the same 
proceeding: 

“From a consideration of the entire 
record, including the elements of value 
referred to, the earnings and prospec- 
tive earnings, and especially the im- 
pairment in earning power of the prop- 
erties, the Commission shculd conclude 
and find that this result cannot be 
avoided and that the equities of both 
classes of stockholders have no value.” 

Most bankruptcies in early railroad 
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history were caused by gross over- 
capitalization in periods of extensive 
railroad construction and expansion, 
while those of today have been brought 
about by depressed gross earnings dur- 
ing a period of increasing costs. The 
railroads involved in earlier bank- 
ruptcies were reorganized under the 
old form of equity reorganization, con- 
sent receivership or mortgage fore- 
closure; in recognition of the constitu- 
tional rights of property owners, stock- 
holders of such railroads were given 
an opportunity to retain an interest 
therein, either by minor allotment of 
stock, some form of assessment, or the 
issuance to them of option warrants 
granting the privilege to subscribe to 
stock of the new company. In com- 
parison, it is difficult to comprehend 
the reasoning and developments in cur- 
rent reorganization proceedings. The 
Interstate Commerce Commission, which 
under the mandate of the Transporta- 
tion Act was expected through rate- 
making and capitalization-control pow- 
ers to protect the interests of railroad 
securityholders, now recommends in 
many cases that stockholder-owners of 
the properties relinquish their equity 
rights without opportunity for recoup- 
ment of any part of the losses that may 
be incurred. Furthermore, under Sec- 
tion 77, stockholders whose equities are 
wiped out in plans of reorganization ap- 
proved by the Commission and the 
courts are denied the privilege granted 
bondholders of accepting or rejecting 
the proposed plans. Thus the stock- 
holder involved in current reorganiza- 
tions continues to be the “forgotten 
man”—unentitled to the relief from the 
effects of the depression afforded his 
creditors. 


Stockholders’ 


What can these stockholders do to 
meet the situation with which they ap- 
parently are faced? Their only re- 
course would seem to be forceful group 
action at hearings held before the In- 
terstate Commerce Commission and the 
courts of jurisdiction in railroad bank- 
ruptcy proceedings. Creditor commit- 
tees dominated by insurance company 


Recourse 
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and savings bank influence have pre- 
sented strong cases for bondholders at 
all such hearings to date. Stockholder 
participation in current reorganization 
proceedings generally has been too 
lethargic. Such protective committees 
as have been formed, as well as the 
several organizations representing all 
railroad owners in matters affecting the 
interests of stockholders, have been 
handicapped in their operations by indif- 
ference on the part of the average stock- 
holder to lend proper support, and also 
by lack of funds. However, if given 
adequate co-operation by individual 
stockholders, concerted and effective 
action might be taken by these stock- 
holder groups. They could oppose the 
unwarranted yardstick of depression- 
period earnings as a basis for new 
capitalizations, and the delay in re- 
organization proceedings which tends 
to eliminate their equities by “piling 
up” during the bankruptcy period ac- 
crued but unearned interest for which 
allotments of new securities are made to 
bondholders and other creditors. They 
could demand that their legal property 
rights be respected by the granting to 
them of an opportunity to recoup at 
least a part of their evident losses 
through the issuance of option warrants 
for purchase of new stock, or some 
other device. In most of the pending 
cases, this would not interfere with the 
recognition of full claims of bond- 
holders as required under the decisions 
of the U. S. Supreme Court in Northern 
Pacific vs. Boyd and the more recent 
Los Angeles Lumber Products Co. Ltd. 
case. Neither would it entail new 
capitalizations larger in amounts than 
the valuations placed upon the prop- 
erties by the Interstate Commerce Com- 
mission. Thus the interests of bond- 
holders would not bz jeopardized. As 
stated by J. D. Shatford, Chairman of 
the Railroad Owners Association, in 
his recent protest of the report of an 
Interstate Commerce Commission ex- 
aminer recommending the wiping out 
of the stocks of a heretofore prosperous 
but now bankrupt railroad: 


“A stock is not a liability except in 
an accounting sense. It represents 


512 


ownership of the company and the right 
of owners to receive payment in divi- 
dends on their investment only if earned. 
Thus by recognizing stockholders’ rights 
in reorganization, no liability attaches 
to the company, but the owners are 
clearly entitled to recovery if it should 
occur, and bondholders’ interests would 
not be jeopardized by recognizing the 
inherent right of stockholders to par- 
ticipate in reorganization.” 


Trend Endangers Credit 


As recovery progresses in the rail- 
road industry, it will be necessary to 
continue investment in the properties. 
and balanced financing will require the 
issuance of stocks rather than interest- 
bearing securities. It is only logical 
to assume that the present trend toward 
extinguishment of stockholder equities 
will endanger railroad credit and dis- 
courage investors from purchasing rail- 
road stocks in the future. In other 
words, railroad credit and prosperity. 
as well as confidence in railroad invest- 
ments, will never be restored through 
reorganizations inflicting heavy losses 
on the owners of the properties. 

While the present trend of Interstate 
Commerce Commission action is to 
recommend extinguishment of stock- 
holder equity in many of the pending 
proceedings, the “forgotten man” should 
bear in mind that the Commission has 
no judicial power to wipe out such 
equities. They will continue to exist 
until finally extinguished by the courts 
of jurisdiction. Beyond that point it 
remains to be seen whether the pro- 
visions of Section 77 will meet a final 
test of constitutionality. 


_ 


BOND NOTES 


The desirability of high grade munic- 
ipal bonds as trust fund investments 
was stressed by Oscar L. Buhr, vice- 
president of the Detroit Trust Com- 
pany, at a recent trust conference of 


the American Bankers Association. 
Elaborating on the qualifications of 
municipal securities, Mr. Buhr pointed 
out that “All trust officers know that 
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the first requirement of a trust invest- 
ment is safety of principal and this fact 
should outweigh all other considera- 
tions. A study of the records 
indicates that the percentage of actual 
loss sustained by the owners of munic- 
ipal bonds is very small. The investor 
who selected his municipal bonds with 
a reasonable degree of care in the 
1920’s came through the 1929-39 period 
of disturbance with only a fractional 
loss of principal or interest.” 

Attention was also directed to the 
fact that exemption from Federal and 
local taxes was important in view of 
the present day trend toward high in- 
come and personal property levies. It 
was noted that serial maturities of 
municipal bonds enabled a bank to 
carry out a program whereby fairly 
even sums of money would be available 
for investment each year while cor- 
porate obligations gave little choice 
in the matter of maturity. In addition, 
Mr. Buhr stated that “municipal bonds 
have been particularly attractive be- 
cause most of them have specific ma- 
turity dates and are non-callable. Con- 
sequently, the investor can select his 
bonds with some assurance that he can 
hold them until maturity. It permits 
the development of a maturity schedule 
that is not upset by the call feature. 
It eliminates the problem of purchasing 
bonds above the call price.” 


_ 


CAPITAL RATIOS 


Bank deposits have arisen substan- 
tially during the past few years with 
the result that the ratio of member 
bank capital funds to deposits stands 
at approximately 1 to 10. This ratio 
represents a considerable decline from 
the 1 to 6 ratio prevailing some ten 
years ago, in 1929. Inasmuch as the 
former ratio represents the maximum 
relationship which banking authorities 
have regarded as adequately protecting 
depositors, some inquiry has arisen as 
to whether further sales of capital 
stock presumably to the RFC, are not 
in order. Generally speaking, when 
capital acccounts decline in relation to 
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deposits, a weakening of the banking 
structure is indicated. 

In this connection, however, it might 
be observed that, qualitatively, bank 
assets are far superior to those of a de- 
cade ago. It has been pointed out that 
cash and Government securities are to- 
day approximately 63 per cent of bank 
deposits while in 1929, when the capi- 
tal-deposit ratio was much more favor- 
able, such assets only constituted 25 per 
cent of total deposits. When viewed 
in this light, it is apparent that the 
capital account of the banking system 
is not seriously deficient in relationship 
to the level of deposits. 


© 


When the bank man ceases to deal 
primarily with figures and deals with 
people; when he ceases to keep books 
and begins to interpret them, then he 
has left the clerkship pcrio’ and en- 
tered into the period of management, 
the goal of every energetic bank worker. 


—William H. Kniffn. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY 


LTHOUGH England and France de- 
clared war against Germany early 
in September, the contest thus far 

(about the middle of November) has 
been confined chiefly to naval and air 
operations, with light skirmishes on the 
military front where huge armies are 
encamped on the border between 
France and Germany. The latter coun- 
try, after having subdued Poland, has 
thus far not extended its military con- 
quest. Russia has entered into a sort 
of pact with Germany with the appar- 
ent object of securing a maximum of 
the spoils with a minimum of effort. 
Indirect aid to France and England has 
been supplied by the repeal of the 
Arms Embargo Act by the Congress of 
the United States. 

The hesitancy on both sides in 
launching a major military offensive 
appears to represent some deference to 
world opinion and a recognition of the 
immense losses to victor and vanquished 
alike whatever may be the outcome of 
the conflict. Peace proposals have been 
put forth by the Netherlands end Bel- 
gium, but these have been rejected by 
France. and Great Britain, and there 
is no indication that Germany will ac- 


cept peace on the only basis that would 
meet the stand taken by the two Allied 
Powers. 

There seem to be signs of interna! 
dissension in Germany, evidenced in 
part by an unsuccessful attempt on the 


life of Chancellor Hitler. 


GREAT BRITAIN 


THIs country is always deeply con. 
cerned with the importance of exports. 
and this is especially so in time of war. 
It is claimed by The Economist that 
due to the economic controls inaugu- 
rated since the beginning of the war. 
British export trade has been left sub- 
stantially unprovided for. Among the 
factors deemed harmful to this trade 
are exchange control and “the with- 
drawal of credit facilities given by 
London banks to foreign traders.” It 
is pointed out by The Economist that 
“the most obvious merit of exports. 
both in peace and war, is that they pay 
for imports.” 

Immediately on the outbreak of war 
there was a substantial rise in com- 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 
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modity prices, and this has led to Gov- 
ernment intervention to limit this tend- 
ency. The Economist warns that should 
the war be financed by inflation, the 
attempt to keep prices from rising will 
fail. 


— 


FINANCIAL measures taken as a result of 
the war include removal of the £500,- 
000,000 limit of the borrowing powers 
of the Exchange Equalization Account, 
making postal money orders legal 
tender, and Scottish and Northern Ire- 
land bank notes legal tender in the 
countries of issue, and a requirement 
that holders of gold coin and bullion 
and foreign exchange must offer such 
holdings through their bankers for sale 
to the Treasury. Application may be 
made for permission to retain gold and 
foreign exchange to enable preéxisting 
contracts to be met, to supply reason- 
able requirements of trade or business 
carried on in the United Kingdom, and 
to defray reasonable traveling or other 
personal expenses. 


—_ 


FRANCE 


At the outset of war, France found 
itself in a creditor position, with a lib- 
eral supply of gold. Imports are made 
by license only, and foreign exchange 
is to be had only at the Exchange 
Office. Measures have been taken in 
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Inquiries and correspondence invited. 


relation to agriculture and industry de- 
signed to sustain the country’s eco- 
nomic activity. 


_ 


SWEDEN 


WHILE strictly a neutral country, 
Sweden felt the war shock severely. 
“The Index” of Svenska Handelsbanken 
states that this country most immedi- 
ately felt the effect of the crisis in the 
sphere of the road transport system. 
(Sweden’s petrol imports have increased 
in volume twenty-threefold since 1919.) 
In the building industry—of primary 
importance—fears of a serious setback 
are entertained. 


a 


PHILIPPINE ISLANDS 


NEws reports indicate heavy profits for 
Government companies during the cur- 
rent year, published estimates including 
profits of 3,000,000 pesos for the Philip- 
pine National Bank, 500,000 for the 
Manila Railroad Co., 2,000,000 for the 
National Development Co., 1,000,000 
for the Insular Sugar Refining Co., and 
500,000 for the Cebu Portland Cement 
Co. (peso equals $0.50). 

Writing in The Far Eastern Survey, 
Catherine Porter, in discussing the inde- 
pendence of the Islands, says: 

“Doubtless the root of American mis- 
apprehension with regard to Philippine 
independence is the fear that, quite 


515 





apart from the normal processes of 
trade, Japan’s interest in the Philip- 
pines may take on more aggressive or 
even violent form. . . . Observers who 
view with alarm Japan’s interest in 
Philippine raw materials are overlook- 
ing to some extent steps which the 
Commonwealth Government has taken 
to safeguard national rights in natural 
resources. They are also overlooking 
the serious efforts which the Philippines 
is making to provide adequate defense 
of its territories. They will not be 
allowed, however, to overlook their own 
responsibility in whatever decisions are 
to be made between now and 1946. 

“The natural orientation of the Phil- 
ippine market towards Japan after that 
date is a foregone conclusion in many 
quarters. If this prospect is displeas- 
ing to some Americans, they will have 
many reminders in the next few years 
that the alternative is for the United 
States to make such economic conces- 
sions as will enable Philippine-Ameri- 
can trade to continue in some measure 
along its present lines.” 


a 


JAPAN 


THAT what is euphoniously styled “the 
China incident” is proving expensive to 
Japan appears from an article in The 
Oriental Economist on “Japan’s Past 
Peak Expenditures.” It places the to- 
tal expenditure under the ordinary ac- 
count and the special account for mili- 
tary expenditure at 5,522,000,000 yen 
for 1937, 8,803,000,000 for 1938, and 
8,875,000,000 for 1939. These outlays 
have called for a marked increase in 
taxation and addition to credit resources. 


_ 


THE ARGENTINE 


From its Buenos Aires branch the First 
National Bank of Boston received the 
following information under date of 
November 9. 

A small export surplus of m$n 3,106,- 
000 in September brought the nine 
months’ total to m$n 190,967,000, 
against an import balance of m$n 61,- 


589,000 in the same period last year. 
Total value of foreign trade to Septem- 
ber 30 was 0.4 per cent below 1938, 
although imports were down 11.9 per 
cent and exports up 11.7 per cent in 
value. 


September 
1939 
m$n 

Clearings: 
3,412,611,000 

Liabilities 

failures: 
7,588,000 


August 
1939 
m$n 


September 
1938 
m$n 


3,320,132,000 — 3,105,483,000 


7,016,000 4,532,000 


INTERNATIONAL BANKING 
NOTES 


BANCO DE LA Nacion ARGENTINA.— 
To commemorate its fiftieth anniversary. 
next year, this bank is proposing t 
publish a history which will include 
not only a record of the bank itself 
but of other leading Argentine banks. 


BANCA D’AMERICA E D’ITALIA.—It was 
recently announced by John M. Grant. 
president of Transamerica Corporation, 
that the business of the Milan office of 
the National City Bank had been con- 
solidated with the Milan office of the 
Banca d’America e d'Italia. Mr. Grant 
stated that this consolidation was ac- 
complished without any further invest- 
ment by Transamerica. The deposits 
and assets of the Milan office of Na- 
tional City Bank will be transferred to 
Banca d’America e d'Italia. Employes 
of the National City Bank will become 
members of the Banca d’America e 
d'Italia staff and retain their status and 
full retirement rights under the terms 
of their former employment. 


© 


The bank is merely an aggregation 
of men and it can be no better than its 


men. A bank never goes wrong of 
itself; it goes wrong because of the men 
behind it. Insolvency may be due to 
any one of several causes, but failure 
is, in the last analysis, the failure of 


men.—William H. Kniffin. 
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Current Conditions in Canada 


HE Bank of Montreal Business 
Summary for November 22 reports 
on Canadian business as follows: 

“The British Government has entered 
into agreement with seven Canadian 
companies producing copper whereby 
80 per cent of their output over a period 
of one year will be sold to the British 
Ministry of Supply, the price being 
approximately that ruling at the out- 
break of war. The agreement covers 
some 420,000,000 pounds of electrolytic 
copper. The British Government has 
arranged also to purchase all Canadian 
exports of lead and zinc for the dura- 
tion of the war. 

“Other war transactions include the 
repatriation of approximately $91,000,- 
000 of Canadian indebtedness through 
the calling of Canadian securities held 
in Britain. In this transaction the 
Sterling funds were made available in 


London by the British Treasury against 
payment by the Canadian Government 
of an equivalent sum in Canadian dol- 
lars in Canada; this money is to be 
used for British purchases in Canada. 

“Contracts have been placed for ad- 
ditional railway equipment up to a 
value of $25,000,000 to facilitate, the 
movement of war supplies by both Ca- 
nadian railway systems. The British 
Government will continue to make pur- 
chases in Canada through the Canadian 
War Supply Board, whose chairman, 
Mr. Wallace Campbell, becomes a 
member of the newly-created British 
Supply Board. As a member of the 
same British organization, Mr. Arthur 
B. Purvis, president of Canadian Indus- 
tries Limited, will supervise British war 
purchases in the United States. 

“An action calculated to facilitate 
sales of British commodities in Canada 
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was taken by the Canadian Government 
on November 7 in the passage of an 
Order-in-Council, discontinuing _ the 
practice of valuing the pound sterling 
at $4.86 2/3 for duty purposes. Here- 
after, in computing the value for duty 
on goods imported into Canada from 
Great Britain, the rate of exchange will 
be the selling rate as fixed from time 
to time by the Foreign Exchange Con- 
trol Board. 


“Apart from these important devel- 
opments, which come into the category 
of war business, there have been a 
number of favorable features in Ca- 
nadian industry and trade. October 
shipments of newsprint were 13.4 per 
cent above the 1938 level, while produc- 
tion rose 10.2 per cent, both figures 
being the highest since December, 1937. 
Steel production has been rising, the 
output of steel ingots and direct cast- 
ings in the first nine months of the year 
amounting to 937,693 tons as compared 
with 911,005; pig-iron production fell 
from 554,845 tons to 487,982. Produc- 
tion of coal has been greater. The 
dollar value of department store sales 
throughout the Dominion increased 
during October 13 per cent over the 
previous month and 2 per cent during 
the first ten months of the year. Move- 
ments in wholesale prices have com- 
bined to show stability. Building is 
still backward. The export trade of 
the Dominion has been consistently 
upward, the value of domestic products 
exported in October having risen from 
$88,168,000 a year ago to $90,433,- 
000, the rise in the first ten months of 
the year being from $682,716,000 to 
$726,741,000, excluding, in both cases, 
exports of gold. 


“In the field of agriculture the most 
noteworthy event of the past month 
has been an increases of approximately 
30,000,000 bushels in the estimate of 
the 1939 wheat harvest by the Dominion 
Bureau of Statistics. Prairie wheat 
production now stands at 452,000,000 
bushels and for all Canada at 478,000,- 
000 bushels. Such a crop means, with 
a price guarantee available on the basis 
of 70 cents per bushel, that there is 
more purchasing power in Western 
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Canada than in any recent year, and 
the increase is finding reflection in a 
general improvement in business in the 
western cities and towns.” 


—_ 


In its Monthly Commercial Letter for 
November, the Canadian Bank of Com- 
merce reports: 

“Industrial production again rose 
markedly by mid-October, the advance 
of 8 per cent being slightly greater than 
that recorded a month earlier. An ex- 
pansion of such proportions should not 
reasonably be- expected to continue 
month by month. Already there are 
signs of more conservative buying 
policies by manufacturers and traders 
who have rebuilt, or contracted to re- 
build, inventories which were at sub- 
normal levels prior to the war and who 
are impressed with the fact that produc- 
tion of certain goods has outrun public 
requirements for some time to come. 
Moreover, it has become fairly gen- 
erally recognized that the supplies of 
most raw materials are sufficient for 
all immediate purposes. 

“Commodity prices, in contrast with 
the strong upward movement in Sep- 
tember, have weakened recently under 
the weight of these stocks. Further- 
more, it is clear that while government 
requirements for some military supplies 
are urgent, and that demand for war 
materials will greatly increase in a pro- 
longed conflict, the authorities have 
numerous sources at their command 
and therefore show no disposition to 
concentrate their purchases or to buy 
hurriedly. 

“However, apart from the recent 
stimulus to general business resulting 
from a wave of forward buying by 
manufacturers and traders beyond their 
seasonal needs, expansive influences of 
a more enduring character have affected 
the national economy. These influences 
may be expected to continue, and to 
offset, if not to overbalance, reactionary 
elements, such as a marked decrease in 
orders for civil industrial goods and 
the current decline in construction. 
October construction awards, totalling 
$14} million, were nearly $4 million 
less than those in October, 1938, the 
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sharpest decline being in the ‘business’ 
category. Industrial awards were, how- 
ever, more than double those of a year 
ago. 

“Our index of industrial activity for 
mid-October records progressive in- 
creases in most categories of manufac- 
tures. Factory capacity utilized rose 
from 79 to 85 per cent, and activity in 
terms of 1937 from 100 to 108 per cent. 
Out of more than fourscore categories 
included in our index, 31 per cent 
registered impressive gains, 34 per 
cent moderate gains, 14 per cent no 
change, and 21 per cent decreases. 


Most types of foodstuffs and many tex- 
tiles showed marked gains, while the 
iron and steel trades, especiaily the 
heavy industries, not only increased 
their activity but made large additions 
to their payrolls in recent months. Our 
index does not yet reflect the placing 
of large orders with the heavy indus- 
tries, which have already been an- 
nounced, but for which only prepara- 
tory work has commenced. As it stands 
at mid-October, however, our index of 
activity has reached a level 17 per cent 
above that of November, 1938, when its 
compilation was begun.” 


WAR EFFECTS ON CANADIAN-AMERICAN BUSINESS 


Division of Industrial Economics, The National Industrial Conference Board, New York 


(Note: Canada’s already rapid indus- 
trialization will be greatly speeded up if 
the war continues, with far-reaching effects 
on the Dominion’s economic structure and 
on Canadian-American business relations, 
according to a study of the economic posi- 
tion and development of Canada recently 
published by the Division of Industrial 
Economics of The Conference Board, and 
summarized in the following article:) 


NY important change in Canada’s 
economy is of immediate interest 


to American business because 
Canada is the second largest buyer of 
United States products. Last year she 
obtained 63 per cent of her imports 
from us and during the World War 
took over 82 per cent. On the other 
hand the United States is Canada’s 
chief export market, having taken about 
40 per cent of all Canadian exports in 
recent years. 

In 1937 the volume of manufactur- 
ing production had risen 62 per cent 
above the 1917 average. The rapid 
expansion of Canadian manufacturing 
which began during the World War 
and the spectacular growth of mining 
in recent years mark an important 
change in the structure of the Domin- 
ion’s economy. ‘Together these devel- 
opments have greatly decreased Can- 
ada’s dependence upon agriculture and 
have brought about a substantial in- 


crease in her financial resources, al- 
though she still suffers from the large 
national debt incurred during the 
World War and the depression years. 

Income from mining and mineral 
processing industries reached a new 
high level in 1937 and was $250 mil- 
lion greater than in 1921, the first year 
for which this information is available. 
This is practically equal to the drop 
in agricultural income of $245 million. 
Income from agriculture has accounted 
for only a little over 15 per cent of 
total national income in recent years 
as compared with over 20 per cent in 
the early Twenties. Meanwhile, in- 
come from mining has risen from 3 per 
cent of the total in 1921 to more than 
8 per cent in 1937. 

Canada has become one of the 
world’s leading producers of minerals. 
Her output in 1938 is valued at $444,- 
824,000, or more than double that in . 
1918. She produced 89 per cent of the 
world’s nickel in 1937, 58 per cent of 
the asbestos, more than 50 per ‘cent of 
the platinum metals, 12 per cent of the 
gold—by far the most important metal 
from the standpoint of value of produc- 
tion—11 per cent of the lead, 10 per 
cent of both copper and zinc and 8.5 
per cent of the silver. She ranked first 
among all countries as a producer of 
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nickel, asbestos, platinum metals and 
radium, third in silver and zinc, fourth 
in gold, copper and lead. Obviously 
Canada, with a population of only a 
little over 11 million, cannot consume 
such large quantities of minerals, hence 
the major portion is exported. 

Although the value of agricultural 
products has declined sharply since the 
World War because of the continued 
low level of farm prices, Canada’s pro- 
ductive capacity is much higher today. 
Total acreage for field crops in 1938 
was 22 per cent greater than in 1921, 
74 per cent above that for 1914, and 
194. per cent larger than in 1901. 
Canada is, therefore, prepared to sup- 
ply a much larger quantity of food- 
stuffs than she did during the last war. 

The Dominion’s rapid industrializa- 
tion is shown by the changing character 
of the export trade. While raw ma- 
terials declined from 48 per cent of 
the total in 1929 to 26 per cent for the 
year ended March 31, 1939, exports of 
partly manufactured goods rose from 
15 per cent to 33 per cent and fully 
manufactured goods from 37 to 41 per 
cent. 

Nonferrous metal smelting and re- 
fining headed Canadian manufactur- 
ing industries, ranked according to 
gross value of products, in 1937. Pulp 
and paper, which had held top place 
for many years, was in second place. 
Slaughtering and meat packing, the 
third most imporiant manufacturing 
industry, has shown little change dur- 
ing the last decade. Flour and feed 
mills, however, a former leader, has 
now fallen to fifth place, being topped 
by automobiles whose position fre- 
quently shifts. The next five industries 
in order of importance are butter and 
cheese, sawmills, electrical apparatus 
and supplies, petroleum products, and 
railway rolling stock. 

Canada’s abundance of developed 
water power compensates for the in- 
convenient location of her coal sup- 
plies. The availability of ample and 
cheap power has been an important 
factor in the growth of mining and 
manufacturing. 

Capital from the United States has 





played an important part in the devel- 
opment of Canadian industry, totalling 
$3,932,400,000 at the end of 1937, or 
58 per cent of all non-Canadian invest- 
ments. Canadian investors have re- 
ciprocated by placing most of their 
foreign investments in the United 
States. In 1937, their stake in the 
United States was $1,098,000,000 as 
against only $41,000,000 invested in 
the United Kingdom. 

The probable effects of war on the 
Canadian economy, in view of the 
trends in recent years and of the de- 
velopments of the first six weeks of the 
conflict, are outlined in the Conference 
Board report as follows: 


That the war, if it is prolonged, will 
stimulate Canadian business is taken for 
granted. But it is the probable long-term 
effects on the economic structure which are 
of greater importance. One thing appears 
reasonably clear and this is that industrial- 
ization will be accelerated. In the first 
place, the Dominion’s geographical position 
is a valuable asset and plants could be built 
which would be virtually immune from at- 
tack by enemy bombers. Second, Canada 
is well supplied with many raw materials 
and can get many others required by rail 
from the United States. Third, the growth 
in industry since the last war has increased 
her supply of skilled labor and her supply 
of capable managers. 

Indications are, therefore, that any pro- 
tracted war, which undoubtedly would re- 
sult in the destruction of many plants in 
Great Britain, would greatly stimulate the 
expansion of manufacturing in Canada. If 
that occurs, when peace returns Canada 
will be in a position to supply more of her 
domestic requirements of finished goods than 
in the past and may well be a much keener 
competitor for export markets. The United 
States may thus find its Canadian market 
for some finished products considerably re- 
duced; demand for certain industrial raw 
materials, on the other hand, would prob- 
ably increase. At the same time, Canadian 
finished products may compete more ac- 
tively with those of the United States in 
other markets. 


© 


The bank must be managed; and in 
this management is the secret of the 
atmosphere that surrounds it. It may 
be one of good will and helpfulness, 
broad-mindedness, kindness; or it may 
be one of ill will, jealousy, meanness 


and littleness—William H. Kniffin. 
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BOOKS for 


THE CONSUMER IN COMMERCIAL BANK- 
inc. By Henrietta Cooper Jennings. 
New York: Consumer Credit Insti- 
tute of America, Inc. 1939. Pp. 
XVII-158. $2.00. 

ADJUDGED the best manuscript submit- 

ted in a contest conducted by the Con- 

sumer Credit Institute of America this 
book provides a survey of the field of 
bank personal loan departments. 

Phases of the work covered include: 
The Position of the Personal Loan De- 
partment in the Extension of Consumer 
Credit, The Legal Status of the Opera- 
tions of Personal Loan Departments, 
Objectives and Obstacles in the Opera- 
tion of a Personal Loan Department, 
Modernization Credit, Business Prac- 
tices of Personal Loan Departments, 
Factors Entering Into the Cost of Oper- 
ation, etc. 

The author, professor of economics 
and sociology in Wheaton College, in- 
cludes numerous tables and many prac- 
tical examples of personal loan devel- 
opment and organization, as well as an 
excellent bibliography on the subject. 


THE TREASURY AND Monetary Po icy, 
1933-1938. By G. Griffith Johnson, 
Jr. Cambridge, Mass.: Harvard Uni- 
versity Press. 1939. Pp. 230. $2.75. 


Tuis is the first detailed and compre- 
hensive analysis of the collapse, in the 
United States, of the traditional ideal 
of non-political monetary control 
through an independent central bank, 
a principle which had been carefully 
and vigorously fostered during the 
1920’s. Beginning with 1933, mone- 
tary policy was adopted as an avowed 
instrument of the Federal Government 
to further its political and economic 
program. Mr. Johnson’s discussion cen- 
ters around the four principal types of 
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monetary action in the years under con- 
sideration: gold policy, silver policy, 
the stabilization fund, and the steriliza- 
tion program, with an additional chap- 
ter on the problem involved in the 
process of policy formulation. He has 
given the story of the Treasury’s domi- 
nance: why and how it developed, in 
what it consists, and the potential or 
actual defects. The general tenor of 
the book is, if anything, somewhat sym- 
pathetic towards the policies and ac- 
tions of the Roosevelt Administration, 
but an honest attempt has been made 
to be as objective and unbiased as pos- 


sible. 


THE AMERICAN CoMMuNITY. Boston, 
Mass.: American Community Pub- 
lishing Company. 1939. Pp. 104. 
50 cents. 


In this first issue of a quarterly, Amer- 
ica’s economic problems are attacked 
from a fresh and logical angle. In 
the authors’ opinion, “our economic 
troubles exist because professors of 
economy who never produced anything 
have gone completely haywire on the 
idea of production efficiency and have 
sold their ideas to a_not-to-well-in- 
formed public without bothering in the 
least to safeguard communities from 
becoming unbalanced producer and 
consumer units.” They suggest “that 
every citizen inform himself on the eco- _ 
nomic setup of his community and help 
in rebuilding it to a definite standard; 
and defend its right to be not only a 
consumer but also a producer for part 
of that industry’s products for which 
it is equipped. The average man must 
also defend his community from a 
domineering Federal Government.” 
Chapters are devoted to various eco- 
nomic problems of today, inciuding: 
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The Decline of Industry, Rise of the 
Machine Age Community, The Nation 
and the Factory, How Will the Com- 
munity and Labor Benefit When Ma- 
chine Hours Are Averaged? Crime and 
the Community, Taxation,. etc. Many 
timely questions are taken up, includ- 
ing: Who is responsible for the policies 
that are rapidly forcing the United 
States into bankruptcy and the inevi- 
table catastrophe that follows? Can the 
United States ever return to the era of 
prosperity that preceded the stock mar- 
ket crash of 1929? Is America rush- 
ing headlong into a Communist or Fas- 
cist dictatorship? etc. 


THe Bank oF Canapa. By Milton L. 
Stokes. Toronto, Canada: The Mac- 
millan Company of Canada, Ltd. 
1939. Pp. XII-382. $4.00. 

Tuts book contains a detailed account 

of the demand for and the establish- 

ment of the Bank of Canada, and its 

operations down to the close of 1938. 

In addition, there is a description of the 

pre-war Canadian monetary system and 

the War and post-War financial mecha- 
nism of Canada. In the last chapter 
the author examines critically the pos- 
sibility of credit control in Canada and 
the probable: effectiveness of the Bank’s 
instruments of control. The author’s 
conclusion is that while the Bank is des- 
tined to play an important part in 

Canada’s economic life, it is subject to 

definite limitations. 

Dr. Stokes is professor of economics. 
Lebanon Valley College, Annville, Pa., 
a member of the Ontario Bar and of 
the American Economic Association. 


AMERICAN RalILRoaDs. THE THIR- 
TEENTH ANNUAL DEBATE HANDBOOK 
1939-40. Edited by Bower Aly. Co- 
lumbia, Mo.: Lucas Brothers, Pub- 
lishers. 1939. Two volumes 220 
pages each. 


HERE we find a comprehensive treat- 
ment of the domestic railroad transpor- 
tation problem. Reprints of leading 
articles and addresses on various phases 
of railroad affairs, as well as articles 
specially prepared, serve to familiarize 
the layman with the fundamental ques- 
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tions involved. Federal ownership and 
control, the rate structure, the competi- 
tive situation, are all dealt with ade- 
quately. Viewpoints of all interested 
parties are presented. Railroad labor, 
railroad management, Interstate Com- 
merce Commission attitudes are ably set 
forth by A. F. Whitney, George M. Har- 
rison, Samuel O. Dunn, John J. Pelley, 
Joseph Eastman, Walter M. Splawn and 
other qualified observers. 

These volumes are invaluable to the 
student of railroad affairs, affording an 
accurate and reliable condensation of 
current information and discussion. 


FRONTIERS OF LEGAL Work. Edited by 
John S. Bradway. Philadelphia: The 
American Academy of Political and 
Social Science. 1939. Pp. 225. 
$2.00. 

OF special interest to bankers in this 

(September) issue of The Annals of 

The American Academy of Political 

and Social Science are two articles on 

small loans. In “Benefits of Regulat- 
ing the Small Loan Business,” William 

D. H. Donaghy discusses legislative ef- 

forts to curb the loan shark, the Uni- 

form Small Loan Law, and the need 
for legal aid societies in this field. In 

“The Small Loan Business Unregu- 

lated,” Richard H. Bachelder details ex- 

periences in this field in Minnesota, a 

jurisdiction which, in his opinion, “has 

not until the present time had what 
may be regarded as adequate regula- 
tion of the small loan business.” Other 
articles are designed to show the prog- 
ress made and the type of problems 
with which the organized legal aid 


movement is now engaged. 


Wortp Economic Survey: 1938-39. 
By Economic Intelligence Service, 
League of Nations. New York: Co- 
lumbia University Press. 1939. Pp. 
247. $1.50. 

CoMPLETED on the eve of the outbreak 

of hostilities in Europe, this survey cov- 

ers events up to the beginuing of 

August, 1939, and thus presents a most 

recent picture of the world economic 

situation. This issue, the eighth in the 
series, includes a number of special 
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studies. One chapter, for example, is 
devoted to a study of the economic ef- 
fects of recent changes in the trends of 
population; another studies the prob- 
lems of public finance and examines 
the extent to which the costs of rearma- 
ment have eaten into the national in- 
comes of various countries. Other chap- 
ters emphasize the growing importance 
of political tension and rearmament in 
their effects on economic activity, world 
trade, hours of work, demand for labor, 
budgetary and monetary policies, and 
on commercial relations between the 
nations. 


How To Write Better Business Let- 
TERS. By L. E. Frailey. Chicago: 
American Technical Society. 1939. 
Pp. 198. $2.00. 


FILLED with actual business letters of 
all types, this “how-to-do-it” book not 
only shows these letters but explains 
how and why they were written. Chap- 
ters are included on: Importance of 
Letters to Business, Before the Letter 
Comes the Plan, Physical Aspects of 
Business Letters, Language of Business, 
Business Letter Carpenter, Sales Let- 
ter; also chapters on letters to build 
goodwill, to adjust complaints, to col- 
lect money, to help salesmen, etc. In 
the back of the book there ‘is a series 
of lessons and quiz questions (with ref- 
erences to pages containing solutions) 
to aid the reader in obtaining full in- 
formation and value from the book. 


MANAGEMENT AND LaBour. By K. G. 
Fenelon. New York: Chemical Pub- 
lishing Co., Inc. 1939. Pp. 276. 
$3.00. 


Tuts book is a study of present-day 
industrial organization with special ref- 
erence to personnel relations. The mat- 
ters dealt with include the development 
of systematic methods of management; 
“scientific management” and industrial 
psychology; industrial fatigue and its 
reduction; working conditions and en- 
vironment; labor management; fore- 
manship; labor turnover; absenteeism; 
arbitration and conciliation in labor 
disputes; statutory and voluntary wel- 
fare; state regulation of wages; indus- 
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trial diseases and their prevention; in- 
dustrial accidents; and the problem of 
economic security for employees. 

The author is director, Department 
of Industrial Administration, College of 
Technology, Manchester, Eng. 


FINANCIAL ORGANIZATION AND MANAGE- 
MENT OF Business. By Charles W. 
Gerstenberg. New York: Prentice- 
Hall, Inc. 1939. Pp. XXVI-849. 
$5.00. 


Tuts book is practically the course in 
corporation finance, as it has been given 
for a number of years at the School of 
Commerce, Accounts and Finance of 
New York University. Care has been 
taken, however, to keep in mind the 
business man who may care to use it 
as a reference. 

In this second revised edition, more 
than 60 per cent of the 1932 edition 
has undergone some form of rewriting, 
thus bringing newly established princi- 
ples and practices into the picture. Full 
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consideration is given to legislation 
such as the Trust Indenture Act of 1939, 
the Social Security Act, 1938 Chandler 
Act amendments of Bankruptcy Act, 
Federal tax laws, etc. 

Fields covered include: The Work 
of the Promoter, Forms of Organization, 
Corporations—Management, Corporate 
Stock, Principles of Borrowing, Secured 
Borrowing, Corporate Mortgages, Fi- 
nancing with Mortgage Bonds, Extinc- 
tion of Bonded Indebtedness—Conver- 
sion—Refunding—Redemption, Sinking 
Fund and Serial Bonds, Capitalization, 
Expansion, Selling Securities, Working 
Capital, Management of Income, Sur- 
plus and Dividend Policies, Consoli- 
dation, Intercorporate Relations, Hold- 
ing Companies, Illegal Combinations, 
Causes of Failure, Reconstruction of 
Corporations, etc. 

Dr. Gerstenberg is the author of a 
number of other books, including: “Ma- 
terials of Corporation Finance,” “Prin- 
ciples of Business,” ‘Organization and 
Control,” etc. 


SociAL ContrOL oF Business. By John 
M. Clark. New York: McGraw-Hill 
Book Company. 1939. Pp. XVI-537. 
$5.00. 

LiKE the first edition of this well-known 
book, the present revision gives a com- 
prehensive, impartial survey of the sub- 
ject, placing particular emphasis on the 
underlying legal, political and moral 
institutions 

The effects of systems of control are 
strikingly illustrated by comparing the 
present with the past and with proposed 
alternative systems. Comparisons are 
also made between the theoretical con- 
ditions of perfect individualism and the 
actual conditions. From the discrepan- 
cies the author, who is professor of 
economics at Columbia University, de- 
rives a reasoned statement of the 
grounds for further state or community 
action. 

There is an extended discussion of 
definite and tangible problems dealing 
with price control, public utilities, and 
trusts, introduced by a survey of the 
underlying conditions furnishing the 
framework of these problems. Consid- 


erable attention is given to legal insti- 
tutions and to codes of economic ethics. 
An important séction covers the cur- 
rent era of comprehensive controls to 
combat depression, discussing the most 
fundamental aspects of depression, the 
New Deal, economic planning, and the 
Soviet and Fascist-Nazi systems. 


ALEXANDER HAMILTON: PORTRAIT OF A 
Propicy. By David Loth. New 
York: Carrick & Evans, Inc. Pp. 
320. $3.00. 


Or the numerous biographies of Ham- 
ilton, this is of special interest from the 
personal standpoint. For while it gives 
an outline of Hamilton’s views on pub- 
lic questions and of his work in bring- 
ing about the adoption of the Consti- 
tution and the establishment of the 
new Government on a firm foundation, 
it deals in considerable detail with the 
personal history of its subject. And 
that history is one of exceptional inter- 
est. While Hamilton’s private life was 
not blameless, the courage he employed 
in dealing with one.of its least credit- 
able incidents was characteristic of the 
man. 

The sub-title of this volume, “Por- 
trait of a Prodigy,” is not an exagger- 
ation, for the skill that Hamilton dis- 
played in his youth, and the remark- 
able exhibition of foresight and wis- 
dom shown on many occasions, fully 
justify the title given him. 

As with many individuals, Hamil- 
ton’s ambition lay in a direction other 
than that in which his genius was 
shown. He longed for military hon- 
ors. And though he did bear the 
designation of Major General his chief 
claim to military distinction consisted 
of his service as Washington’s military 
secretary. In such actions as he was 
engaged in, however, he showed the 
courage of a soldier. 

The position taken by Hamilton with 
respect to the Constitution is well 
known. He favored a much stronger 
system of government than that instru- 
ment contemplated. But, failing to get 
what he wanted, he took the best that 
could be had. It was by his work with 
the New York Legislature, and by the 
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force of his writing, that he became in- 
strumental in securing the adoption of 
the instrument designed at Philadel- 
phia. But of even greater significance 
was the position he took in shaping the 
Administration, in influencing the mem- 
bers of the Cabinet, and even of Wash- 
ington himself. 

Hamilton has been criticized as a 
monarchist, but in one of the last let- 
ters penned before his tragic end, he 
expressed his faith in democracy. 

The work of this American states- 
man has been too often told to require 
elaboration at this time. As Daniel 
Webster said, “He touched the dead 
corpse of public credit, and it sprang 
to its feet; he smote the rock of na- 
tional resources, and abundant revenues 
gushed forth.” His reports on the pub- 
lic credit, on manufactures, and his 
views on banking place him in the front 
rank of American statesmen. 

What was the real secret of Hamil- 
ton’s remarkable achievements? Who 
can tell, or explain genius wherever it 
bursts forth? He rendered service to 
his country of immeasurable and last- 
ing value. 

In selecting Hamilton as the subject 
of his biography, Mr. Loth chose an 
illustrious name in American history. 
He has treated his subject with obvi- 
ous sympathy, but without bias. He 
had a fine subject, and he has produced 
a fine biography. 


GoLpDEN AVALANCHE. By Frank D. Gra- 
ham and Charles R. Whittlesey. 
Princeton, N. J.: Princeton Univer- 
sity Press. 1939. Pp. 233. $2.50. 

BRITISH economists some years ago sug- 
gested an elaborate joke on the United 
States. Instead of resisting payment 
of war debts, they said, Europe should 
cheerfully ship all its gold to this coun- 
try, then permanently abandon the gold 
standard and thus leave the United 
States quite literally holding the bag. 
The effect of this international prac- 
tical joke, say the authors of this book, 
has been nearly achieved—not through 
the sinister plotting of Europeans but 
through the gold policy deliberately 
adopted by this country. 


All we can find to do with this gold 
—about 60 per cent of the world’s 
monetary supply—is to bury it beneath 
the blue grass of Kentucky. And it is 
not merely useless; it is a serious threat 
to our economy, in their opinion. We 
have a bear by the tail, and the dis- 
comfort of holding on is exceeded only 
by the fear of what may happen if we 
let go. 

A timely section of the book exam- 
ines the political significance of our 
gold policy. The authors reveal a “hid- 
den alliance” between the United States 
and the Allies, and predict that, in 
spite of technical “neutrality,” our gold- 
buying policy may be a controlling fac- 
tor in the financial phases of the pres- 
ent war. Our losses in the last war 
may very well be repeated in this one. 

Mr. Graham is professor of econom- 
ics and Mr. Whittlesey is associate pro- 
fessor of economics, both at Princeton 
University. 


StaTE TrapE Watts. By F. Eugene 
Melder. New York: Public Affairs 
Committee. 1939. Pp. 31. 10 cents. 


Laws restricting trade between the 
states have much the same effect as 
tariffs in curtailing living standards and 
retarding recovery, this book points out. 
Among the barriers discussed are laws 
forcing state governments to buy home 
products and employ home labor; quar- 
antine laws which have no relation to 
plant or animal diseases; special taxes 
on chain stores and other outside agen- 
cies, etc. The author is assistant pro- 
fessor of economics at Clark Univer- 
sity and a leading authority on inter- 
state trade barriers. 


BOOKLETS 


Strate-CHARTERED SAVINGS, BuILpDING, AND 
Loan Associations IN ILutNots: 1920 To 
1936. By Arthur H. Winakor. Urbana, 


Ill.: University of Illinois. 1939. Pp. 45. 


In this study, analyses are made to bring 
out trends over a period of recent years, 
influences of size of community on associa- 
tion operations and condition, and varia- 
tions attributable to or associated with 
size as measured by total assets. A limited 
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amount of attention has been given to the 
variations found in the investments and 
liability items which may be related to 
whether the association operated on the old 
share-purchase plan or on the newer type 
of direct-reduction amortized loan. Chap- 
ters are devoted to operations of such asso- 
ciations; their distribution according to size 
of community, and according to amount of 
total assets; with a summary of the findings. 


Sratistican Buttetin. New York: Insti- 
tute of International Finance of New 
York University. 1939. Pp. 24. 


Tus bulletin contains statistics regarding: 
foreign-exchange rates, discount rates of 
central banks, short-term interest rates, 
long-term interest rates, statement of Bank 
for International Settlements, reserve posi- 
tion of central banks, indices of stock prices, 
gold movements, capital issues, wholesale 
price indices, indices of industrial produc- 
tion, railway car loadings and movement 
of freight, unemployment, foreign trade, in- 
dices of the cost of living, etc., for the 
various countries. 


Dests—Goop or Bap? By Maxwell S. Stew- 
art. New York: Public Affairs Commit- 
tee. 1939. Pp. 32. 10 cents. 


Tuirty-sixtH of the Public Affairs Pam- 
phlets, this booklet summarizes the Twenti- 
eth Century Fund study, “Debts and Re- 
covery.” Presenting the essential facts, it 
serves as a useful introduction to the origi- 
nal study, and answers such questions as: 
Did debts cause the depression? How did 
our debt structure weather the crisis? Are 
bonds sounder investments than _ stocks? 
How can we ease the debt burden without 
injury to business? etc. 


Trenps 1n Rvrat Reraiwine In ILttNois: 
1926 vo 1938. By Robert V. Mitchell. 
Urbana, IIl.: University of Illinois. 1939. 
Pp. 63. 


Tus study presents the results of a survey 
of rural retailing among 389 Illinois deal- 
ers, covering the period from 1926 to 1938 
and including 72 towns, each with a popu- 
lation of 2,500 or less. Al. bankers in these 
villages, and as many postmasters and 
newspaper editors as possible, were ques- 
tioned in regard to business conditions in 
their communities. Chapters are devoted 
to: Sales Trends in Village Stores, Factors 
Influencing Sales of Village Stores, Adver- 
tising and Credit, and a summary of the 
findings. 


Facts You Suoutp Know Asovut SCHEMES. 
New York: National Better Business 
Bureau, Inc. 1939. Pp. 24. 


One of a series on business, merchandise 
and financial subjects to aid consumers in 


526 


THE BANKERS MAGAZINE for December, 19. 


their every-day money management prob- 
lems and relations with business, this book- 
let gives a brief outline of unfair schemes 
in various lines. Chapters include: General 
Schemes, Automobile Schemes, Cosmetic 
and Health Schemes, Educational Schemes, 
Employment Schemes, Financial Schemes, 
Gambling Schemes, Insurance Schemes, Real 
Estate Schemes. Single copies of the book- 
let may be secured by sending a three-cent 
stamp to the National Better Business 
Bureau, Inc., while quantities are at the 
rate of $2.50 per hundred copies, f.o.b. New 
York. 


© 


SOLVE DOMESTIC PROBLEMS! 


ALTHOUGH our attention is distracted 
by war news, yet we must not lose sight 
of the tremendous importance of our 
own domestic problems, both national 
and state. In these days of unbalance: 
governmental budgets and deficit finan- 
cing, of astounding and top-heavy in. 
crease in Government bureaucracy, 0! 
contempt for thrift prevalent all aroun 
us, of increase of Government by ad- 
ministrative regulation rather than by 
law, the problems which we encounte: 
and to which we must give our best el- 
forts are staggering. A sound solution 
of all these problems is vital to the 
future welfare of the country and to the 
reéstablishment of business on a sound 
basis.—Roland E. Clark, Vice-President. 
National Bank of Commerce, Portland. 


Me. 


“LIBERALIZING BANK CREDIT” 


WE have the danger of falling too easily 
to the pressure of this new philosophy 
that what the borrower wants or needs 
is all important. We hear a good deal 
of careless and uninformed talk about 
the inherent right of people to borrow 
bank deposits upon terms specified by 
the borrower himself. This is popularly 
called “liberalizing bank credit.” There 
is only one important question to be 
answered about bank depositors’ money. 
To whom does it belong? It is not 
the community’s money; it is not the 
public’s money, nor the bankers’ money. 
It is always the money of individuals.— 
Joseph M. Dodge, President, The De- 
troit Bank, Detroit, Mich. 





rob- 
»0k- 


mes 
eral 
etic 
nes, 
nes, 
teal 


ent 
ness 

the 
vew 








The Bankers Digest 
The Month’s Banking Thought in Brief 


DECEMBER, 1939 








CONTENTS 
I I NN ais on Sis is eisne cbs ns camnciswceswodenies John J. Driscoll 528 
a IN a oo oo 5 ie: dias oss. 6uar erp evsivinls ace oipi6'5)s- ole ee wn wraves eee ats Ray A. Ilg 529 
ad nicvin ssa g sta sash <4 4k ess cepa eaaee Cleveland Trust Bulletin 531 
MN IN aca cec cleanses aoe a rw Wo laine nar plera eletel cio eat ee Henry H. Heimann 532 
Adequate Service Charges Essential......................cecceeee W. C. Rempfer 533 
SURVEY 
Home-Mortgage Holding Comparison.......... Federal Home Loan Bank Review 535 
seeINCe  TIvmCN, TOS BOE VIIO eo oon. 36 0 os Sisieoisieig:eisie worsens Gaines T. Cartinhour 535 
Trust Department Legal Service...................... Court of Appeals Decree 536 
Third Quarter Corporation Profits.................. National City Bank Report 537 
Tax Revision: Propoeals...5... 5 eke ees tens Chamber of Commerce of the U. S. 538 
Home-Financing Field Conditions Sounder.................... Fred W. Catlett 539 
Public Approves President’s Record...................00-005 Fortune Magazine 540 
Sources of Employe Dissatisfaction.....................+.... Harold B. Bergen 541 
IE IIR 5 6 5 che pres ecaea pia: tobrani a tiavalSnscet me inietpeiere® aegis’ ... Selected 541 
VIEWS 
Personal Loan Service Justified «.........0.5...sccccse cosescecees Kenton R. Cravens 544 
Annual Trust Fee Schedule Proposed........................ William A. Read 544 
ee Meeeee OF Pree Benge. «oo. csc ote ccvcccecceseevews Robert M. Hanes 545 
Coordinated Supervision Attained................... 00... ce ee eee George Ward 546 
Centralized Financial Control Unjustified...................... H. W. Koeneke 546 
I I oo oac kin cccaverneenecenceances Albert S. Embler 547 
Observe Spirit of Trust Indenture Act.....................4.. Roland E. Clark 548 
eee I, CIN ooo dis se ccce. cine ninco vic's deweeaieiewosibnee er J. Y. Castle 548 
Inflexible Trust Provisions Harmful.........................008: A. F. Young 549 
wee Weent eee Ontlowk. ... oo... 6... cee ce vce ce sseee es Samuel C. Waugh 549 
Stop Tagine te Bay Prowperity: . ko... bcc cicsocccscscowes Bion H. Barnett 550 
Hupert ve. Committee Opinion... . .....5...0:.066ccceccsceweeaes Frank L. Rowland 551 
RO PENNE AD) BNE ooo oa ois aiarecesied scalars brace bo weSReieie Wood Netherland 551 
ADVERTISING AND PUBLIC RELATIONS................ Recent Developments 552 
Re ory 605 so toe oa estore cine dean eanacaiarein wieiplaseieele Short Items of Interest 556 
I iiicsci katana ati Giuetir dceakieencopbubenbakantbeakyon enn te ae 





Tue Bankers Dicest Is a Regular Monthly Section of 


THE BANKERS MAGAZINE 





Savings Bank Cost Factors 


By Joun J. Driscout, Jr. 
Driscoll, Millet §& Company, Philadelphia, Pa. 


WONDER if some of the current 

practices would be continued after 

their cost was known and after the 
effect on the earnings of the bank was 
shown. I am particularly referring to 
such items as the cost of opening and 
closing accounts, kept only for a short 
period, compared with the balance dur- 
ing this period . . . the issuance of 
drafts or official checks without charge 
when little or substantially no balance 
exists, or where such activity is carried 
to an extreme by a depositor . . . the 
relation between balance and the activ- 
ity or withdrawals. 

Cashing checks for customers without 
charge or without consideration of the 
balance maintained can be a costly serv- 
ice. One savings bank with $5,000,000 
in deposits had 62,700 deposits and 
withdrawals during a year, and in this 
same period cashed 39,500 checks for 
customers. Thus 39 per cent of its tell- 
ers’ activity was cashing checks drawn 
on other banks—in a great many in- 
stances for customers who did not main- 
tain a balance that would soundly per- 
mit such service. As a matter of fact, 
many of these customers maintained 
only Christmas Club accounts to get 
this service. Isn’t it fair to ask that 
the effect of these practices on the divi- 


In the accompanying portion 
of his recent address before the 
Savings Banks Association of 
the State of New York, Mr. 
Driscoll points out a few of the 
pertinent cost factors requiring 
consideration if payment of 2 
better dividend is to be made to 
the real savers. 


dends paid to the real savers be prop- 
erly explored? 

Occasionally one hears of a savings 
bank desiring to broaden its: service 
and go into a field previously cared 
for by another type bank. Some seem 
interested in handling special service 
checking accounts or handling smail 
checking accounts. Then, in the desire 
to acquire a volume of such business, 
to offer it at a price lower than that 
normally charged by the banks origi- 
nally handling it. In such an under- 
taking it.is well to remember that com- 
mercial banks are not making great 
profits on this type of business as now 
handled, and*in'a great many ‘instances 
still handle it at a loss, even after col- 
lecting service charges. Many commer- 
cial banks are losing money on special 
service checking accounts—that is, those 
accounts in which no balance is re- 
quired and a charge is made for each 
item drawn against the account. The 
reason for’ this’ condition is that the 
service charge frequently does not cover 
the cost of the service rendered. So it 
would appear desirable to study a new 
business before’ undertaking it and to 
analyze it to know its probable cost and 
income.. Rarely will a savings bank 
be able to handle such business. cheaper 
than a commercial bank. 


Safe deposit departments are another 
venture that invariably result in a loss 
from operations. The cost of this serv- 
ice usually éxceeds the rental collected. 
For the year of 1937, eighty-one such 
departments in Massachusetts covered 
in our survey showed a net loss of over 
$85,000 after collecting $295,000 in 
rentals. All of these banks were out- 
side the city of Boston. Five city banks 
reflected a loss of $280,000. 
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Selecting Bank Personnel 


By Ray A. Ite 


Vice-President, The National Shawmut Bank, Boston, Mass. 


‘JHE responsibility of hiring help is 
usually considered a task rather 
than a mission. It is a routine 

job, borne of necessity rather than one 

inspired by a long range appreciation 
of the value of man power. The execu- 
live interest in the original hiring of 
help, which after all, is the actual 
pumping of fresh blood into that often- 
termed “corpulent body,” the banking 
business, is sadly neglected. It is one 
department of banking in which the 
new executive spirit— that spirit of 
keeping a sensitive finger on the pulse 

—has not yet really touched. 

The general conception of the public 
and one which is bound to permeate 
into the subconscious thinking of bank- 
ing executives is that everyone who 
works in a bank must be the executive 
type; but actually a bank is no differ- 
ent from any other business organiza- 
tion or manufacturing concern. There 
are certain jobs which are routine or 
mechanical. For these jobs it is neces- 
sary, in order to produce efficient 
smooth and acccurate service, that you 
do not have a continual turnover of 
employes on this type of work. That 
means that the man or woman picked 
for one of these jobs should be picked 
with the idea that he or she will stay 
there. In normal cases, the longer they 
are on the job, the better they do it, and 
the highly educated, ambitious execu- 
tive type of employe has no perma- 
nent place in this work except for pre- 
liminary training. If you plan your 
employment schedule without taking 
this into consideration, either one of 
two things happens: You will have, 
if you expect the ambitious person to 
handle such a job, either a continual 
turnover due to rapid promotion, a 
dissatisfied worker who feels he is due 


for better things, or you will have spent 
your good money training somebody 
for some other person, company or 
bank to reap the benefits from your 
labors. 

Whether the bank be large or small, 
the officer entrusted with the job of hir- 
ing employes must clearly chart his, 
requirements. When he goes into the 
market for man power, he must know 
what he is looking for. If his ratio is 
such that he needs ten mechanical help 
and three executive help, he must avoid 
the tendency to overhire executive help. 
Of course, the people that have the ex- 
ecutive ability generally make a better 
showing. They have better personali- 
ties and background. The employment 


‘‘When the personnel officer 
goes into the market for man 
power, he must know what he is 
looking for. If his ratio is such 
that he needs ten mechanical 
help and three executive help, he 
must avoid the tendency to 
overhire executive help. Of 
course, the people that have the 
executive ability generally make 
a better showing ... the em- 
ployment officer takes greater 
pride in adding them to the pay- 
roll, but if he cannot provide 
jobs for them in the future, he 
will have a turnover in his ex- 
ecutive material which will be 
most costly,’’ says Mr. Ilg in the 
accompanying portion of a 
recent address. 
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officer takes greater pride in adding 
them to the payroll, but if he cannot 
provide jobs for them in the future, 
he will have a turnover in his executive 
material which will be most costly, be- 
cause these are the people who will not 
sit still. He must either provide rea- 
sonable promotion and continually in- 
creased remuneration, or they will 
leave him for better jobs. Therefore, 
it is better to hire only the executive 
material that you can properly take 
care of. This will insure you a long 
average employment of executives, 
which is most valuable to any organ- 
ization. It will also provide these ex- 
ecutives with a chance to expand and 
grow. This feeds ambition and makes 
possible the highest grade of work. 

In the selection of those who fill 
mechanical jobs, it is the duty (and by 
“duty” I mean the employment officer’s 
duty to the individual and to his organ- 
ization) to pick those people who are 
in his mind truly mechanical or routine 
workers. By this I do not mean dul- 
lards, but you will all admit that there 
are certain people who are more effi- 
cient and more happy with routine em- 
ployment. They do not want, nor 
would they accept, great responsibility. 
As I pointed out before, these men may 
develop into executive material, but if 
the officer who picks them is capable, 
you will agree that the percentage of 
those whom he picks originally as ex- 
ecutives and who go to the top should 
be a great deal higher than the per- 
centage of those who are picked pri- 
marily for a certain type of routine or 
mechanical work. After all, this is a 
free country, and our business is free, 
and the man who has the goods can get 
to the top. 


Let us assume that the man hiring 
the help, whether he hires three a year 
or three hundred a year, does so with 
an eye to the future. He takes a vital 
interest in finding out what he will 
need in the future, and.in this way, he 
gives a fair deal to the men and women 
he hires." He does not send them up 
any blind alleys and~he does not hire 
people for whom the job will either be 
too much or will prove stifling. In 
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other words, “He gives them a fair 
break.”—-From a recent address. 


© 
THE CORPORATE FIDUCIARY 


THE work of the corporate fiduciary 
acts as a stabilizer of business by re- 
ducing the probability of economic 
waste. Frequently, when a lagging 
business becomes part of an estate or 
trust, and there is no chance for an 
advantageous sale, the trust institution 
revitalizes the management, eliminates 
unprofitable features, and puts the busi- 
ness on its feet again. The corporaiz 
trustee protects property from dissipa- 
tion and deterioration. It conserves 
wealth, yet makes it productive, and 
hence increases its usefulness over a 
longer period of years. 

The trust man, by assuming the re- 
sponsibility for investment management, 
by tackling the intricate problems of 
taxation, and by standing ready at all 
times to step into the shoes of the 
testator or trustor, relieves the minds 
of business men and frees their ener- 
gies for the important tasks of busi- , 
ness enterprise and production. 

If the trust institutions of this coun- 
try are willing to assume the tremen- 
dous responsibilities involved in the 
conservation of wealth and the manage- 
ment of property, they must at the same 
time be ready and willing to meet the 
broad requirements that accompany 
these responsibilities. The quality of 
service performed by any trust depart- 
ment can never be any higher than the 
degree of skill, specialized training, and 
knowledge attained by every member 
of the staff of that department. 

In no other business is the human 
factor more important than in carrying 
out the duties of executor and trustee. 
The trust man, therefore, must know 
how to be tactful, sympathetic, and pa- 
tient. He must also have a high degree 
of human understanding, coupled with 
firmness and sound, impartial judg- 
ment.—Robert M. Hanes, President, 
American Bankers Association, and 
President, Wachovia Bank and Trust 
Company, Winston-Salem, N. C. 
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CAPITAL ISSUES 


Business Bulletin, The Cleveland Trust Company, Cleveland, O. 


ACK in the 1920’s, during the long 
prosperity of the New Era period, 
there were publicly floated and 

sold to investors each month in this 
country about 170 new issues of capi- 
tal securities of domestic corporations if 
we omit from the count those of the 
railroads and of financial companies. 
The average size of these issues of new 
securities was about $2,500,000, so the 
total sales amounted to something like 
$425,000,000 a month. Some of these 
securities were sold to refinance old 
issues, but most of the proceeds consti- 
tuted new money flowing into business. 

With the advent of the Great Depres- 
sion the numbers of new issue declined 
until they averaged only about ten per 
month by the end of 1932, and hardly 
over five per month towards the close 
of 1934. Recently they have been aver- 
aging from twenty to twenty-five per 
month. Meanwhile, since the bottom of 
the depression, the average size of the 
new issues has greatly increased. In- 
stead of averaging about $2,500,000 
per issue, they have increased until 
they reached more than $12,000,000 
apiece in 1935, and around $7,000,000 
recently. 

In 1933 the new regulations of the 
Securities and Exchange Commission 
came into effect requiring the registra- 
tion of all new corporate issues of over 
$100,000, except those of railroads. It 
was at that time that the great increase 
in the average size of the issues got 
under way. The increase in the aver- 
age size did not result because there 
were more big issues. It came instead 
because after the enactment of the new 
law there were few small issues. The 
rigorous exactions of the new legisla- 
tion have erected barriers that have 
proved insurmountable for the smaller 
companies, 


Decreases in the numbers of new 
issues sold to raise money for new con- 
struction are particularly noteworthy. 
Formerly there were many of them, but 
in recent years there have been but few. 
Our capital issue markets used to pro- 
vide a large flow of new funds into 
business enterprise. Now they mostly 
serve to permit big corporations to re- 
finance large old issues that arc matur- 
ing, or being called and resold to the 
public at reduced yields. Formerly they 
served to distribute large amounts of 
stock which were real venture capital. 
Now, they mostly redistribute low-yield 
bonds. 
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BUSINESS IN 1940 


By Henry H. Hermann 
Executive Manager, National Association of Credit Men, New York City 


HAT may be ahead for 1940 is 

difficult to say. Many factors are 

involved, both at home and 
abroad, and the influence of unforesee- 
able developments on subsequent activ- 
ity make prediction in the present situ- 
ation comparatively difficult. But as- 
suming the absence of an early peace, 
1940 on the whole should prove a bet- 
ter year than 1939 for at least two 
reasons. 

First, there is credit in abundance to 
finance adequately any real needs of 
business. 

Second, a strong demand for goods 
is present. During all the depression 
years, despite the tremendous surplus 
of certain commodities, consumer needs 
were never thoroughly satisfied. With 
unemployment growing less, with agri- 
cultural income pointing upwards, with 
labor sharing more generally and with 
the business attitude constantly focused 
on reduction of non-labor costs, the 
background is well laid for expanded 
business. Add to this the war element 
and it presents a reasonably satisfac- 
tory picture for 1940 as far as Ameri- 
can business is concerned. 


Negative Factors 


There are other factors, however, that 
should not be overlooked in appraising 
business prospects in 1940 or thereafter. 

First, despite the prediction that the 
present conflict abroad will be a long 
war, many feel that it may not be. But 
if we must look forward to a long war, 
then indeed the world’s outlook is pes- 
simistic. Those nations participating 
in the war will find their forms of gov- 
ernment put to a severe test. Their 
leaders are aware of this, and a soundly 
conceived movement for peace would 
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be acceptable to all. But the conflict- 
ing claims and ambitions may conceiv- 
ably be too great a hurdle for the peace 
efforts. 


Transition Problems 


Assuming an early peace, however. 
we must be conscious of the fact that 
in the transition from a war-time to a 
peace-time era tremendous problems 
arise. Europe, for instance, has re- 
lieved its unemployment by war and 
war preparations. European unemploy- 
ment would almost certainly follow any 
disarmament program. 

The European situation has also 
helped muster out some of the unem- 
ployed in this country. Peace abroad, 


therefore, would once again accentuate 
our own domestic problems which are 
fundamenta]ly as unsolved today as 
they were before the European con- 
flict arose. 


Adaptation Necessary 


This transitional period must be ex- 
perienced at some time. For Europe it 
will be extremely crucial. For the en- 
tire world it will mean adaptation to 
new post-war conditions which in kind 
and degree can hardly be more favor- 
able than those that followed the pre- 
vious war. The unsolved heritage of 
that conflict will, if anything, heighten 
the residue of maladjustments arising 
from the current entanglements. Busi- 
ness planning must take these possi- 
bilities into account even in an analysis 
of strictly domestic operations in 1940 
and the years to follow.—From the Na- 
tional Association of Credit Men Busi- 
ness Review. 
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Adequate Service Charges 
Essential 


By W. C. REMPFER 
President, South Dakota Bankers Association, and Cashier, First National Bank, 
Parkston, South Dakota 


F you figure your costs, and the 

American Bankers Association has 

done it for you, you will find it costs 
you between 4 and 5 cents to handle 
a “loaded” check for your depositor. 

When you allow 10 free checks per 
$100.00 of the customers’ checking ac- 
count, you virtually pay him 10 times 
1 cents, or 40 cents per month, for that 
$100.00, or $4.80 per year. Isn’t $4.80, 
which is 5 per cent on his money when 
you include the FDIC assessment, rather 
high interest to pay your checking de- 
positor when you are paying only 2 or 
214 per cent to your time depositor? 
If you allow him 5 free checks for 
each $100.00, and charge him 4 cents 
each for the excess, you are allowing 
him about 214 per cent for his money. 

When you charge a man 4 cents each 
for the checks he’ writes, he will not 
write fifteen $1.00 checks per day. He 
will write about two $5.00 checks per 
month and pay his bills in cash. Our 
average activity, not counting our co- 
operative creamery account, for the first 
8 months of 1939 was one check per 
day for $1940.00 of demand deposits. 
We began imposing service charges on 
checking accounts on January 1, 1925. 
The average activity during the year 
1924, the last year we gave free services 
to everybody, was one check per day 
for each $630.00 of demand deposits. 
The average size of a check in 1924 
was $16.76, and in 1939 it was $51.61! 
In other words, in 1924 our activity 
was 3.1 times as great per $100.00 of 
demand deposits as it is in 1939. In 
1924 our 498 checking accounts totaled 
$103,800 and in 1939 our 412 accounts 
totaled $268,000, also a ratio of three 
to one. These 412 accounts now aver- 
age $650.00 each in balances. 
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If by any chance some of us have 
412 accounts with less than $25.00 each, 
we are paying at least $1,509.00 in sal- 
ary for one man and about $1,000.00 
in other activity expenses for the doubt- 
ful privilege of having less than $10,- 
000.00 in deposits. This amount can’t 
possibly earn more than $460.00 in in- 
terest even if every penny of it is in- 
vested. Even a flat 50-cent service 
charge per month is insufficient. 


Our charges at Parkston are well 
within the schedules suggested in Book- 
let No. 23, issued this spring by the 
Bank Management Commission of the 
American Bankers Association, cover- 
ing uniform account analysis. The 
members of the commission allow an 
earnings credit of 1-114 per cent—we 
allow 21% per cent. They charge for 
customers’ checks or items, “loaded” 
with deposits, at 5 cents each—we 
charge 4 cents. They charge an over- 
head maintenance of the account at 50 
cents which we do not charge. You 


*‘Get rid of the notion that it 
is good public relations to give 
free services or that the public 
loves you for giving them away. 
When you give something for 
nothing to the average person 
he instinctively thinks you took 
it away from someone else or 
are expecting to get it back from 
him later in a different and per- 
haps underhanded way,’’ says 
Mr. Rempfer in the accompany- 
ing portion of his recent address 
before the South Dakota Bank- 
ers Association group meetings. 
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will readily see from the above that we 
are not holding up our customers. 

We charge at the rate of 50 cents 
per $100.00 for making change, mini- 
mum charge 10 cents, and the Bank 
Management Commission advocates 
making such a charge. I read you the 
last paragraph on page 5 of their re- 
port: “Other costs. The costs of ren- 
dering special services, such as han- 
dling local or foreign collection items, 
furnishing pay rolls, providing change, 
etc., should likewise be charged to the 
account on the basis of the particular 
costs involved in such transaction.” 
Making change is one of the most ex- 

ensive and most abused transactions 
n a bank, due to the cost of shipping 
and insuring coin and currency, the 
time involved in handling and counting 
it, the danger of making mistakes, and 
the excessive abuse of the privilege by 
a great many customers. Before we im- 
posed our charges for making change, 
most of our merchants would make a 
deposit including all their loose change 
in the morning, and before noon they 
would be back for it to use in their 
business. We used to handle their 
change 12 times a week, while now we 
furnish them with only a replenishment 
of it, once or twice a week—and get 
paid for it. Furthermore, this charge 
is more easily explained and defended 
than almost any other charge made by 


the bank. 


Charging for all services has low- 
ered activity in the checking department 
of our bank in a noteworthy manner, 
as I have pointed out, it now being 
about one-third of the activity per 
$1,000,000 of deposits as compared with 
a number of banks which were con- 
tacted, and certainly less than one-third 
of the activity in our bank prior to the 
institution of these charges. In 1924 
we had one employee in our bank at 
Parkston for each $141,600.00 of de- 
posits and investments, while in 1938 
we had one for each $339,300.00. Over 
half of our force was giving away free 
services in 1924! 

However, there are still bankers who 
think certain services should be ren- 
dered to the community free of charge. 
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Of course, none of them thinks that 
money should be loaned to anyone with- 
out interest, although I have been in- 
formed of one who even does that on 
his $5.00 or $10.00 loans, just because 
he is afraid of competition. Certainly, 
as our schedule shows so well, these 
activity services involve costs to the 
bank, and the customer receiving them 
should pay for them according to a 
measured schedule which not only cov- 
ers their cost but yields the bank a 
fair profit. 

Get rid of the notion that it is goo 
public relations to give free services. 
or that the public loves you for giving 
them away. When you give something 
for nothing to the average person he 
instinctively thinks you took it away 
from someone else or are expecting to 
get it back from him later in a dif- 
ferent and perhaps underhanded way. 

Make your charges uniform and make 
no exceptions. If you do, very soon 
the exception will be the rule. And 
again I urge you to operate profitably 
and lay up reserves against the day 
when you will need them. Operate 
the way the filling station does—give 
away free air and free water, but 
charge for everything else! 


© 


CREDIT extension involves a judgment 
as to whether a given production is or 
is not desirable, and as to whether a 
management of a given production unit 
is or is not entitled to credit. . As long 
as that judgment is exercised by thou- 
sands of bankers for thousands of pro- 
duction units and as long as these indi- 
vidual production units are at liberty 
to approach not one but many of those 
thousands of bankers, there is no chance 
that lenders of money can determine 
what shall be produced and who shall 
produce it, but whenever the loaning of 
money falls into the hands ‘of any one 
group, however that group be consti- 
tuted, then that group is in a position 
to have more to say about production 
than is safe for an economy based upon 
individual enterprise. — Donald 6G. 
Sherwin, Vice-President, Caterpillar 
Tractor Company, Peoria, Illinois. 
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SURVEY 





A condensation of recent studies or reports on various phases of banking, 
finance and economics issued by banks, magazines, advisory services, business 
associations, Government bureaus and other organizations. 


HOME-MORTGAGE HOLDING COMPARISON 


Federal Home Loan Bank Review 


ECENT trends in the percentages of 
total home-morigage debt held by 
different types of lenders have 

been: for commercial banks—upward 
since 1935; savings and loan associa- 
tions—upward since 1936; individuals 
and others—upward since 1936; insur- 
ance companies -— downward _ since 
1931; mutual savings banks—down- 
ward since 1933; HOLC—downward 
since 1935. 

Comparison of the percentage distri- 
bution of the estimated home-mortgage 
debt on December 31, 1938, among the 
different classes of lenders with the 
volume of mortgages of $20,000 and 
less recorded by these same types of 
lenders during the first eight months 
of 1939 shows that savings and loan 
associations are clearly gaining a larger 





share of outstanding home-mortgage in- 
vestments. These institutions held 20.5 
per cent of the home-mortgage debt at 
the end of 1938, but have made 31 per 
cent of the total volume of mortgages 
recorded so far this year. 

Similar comparison reveal that com- 
mercial banks and their trust depart- 
ments are increasing their home-mort- 
gage holdings rapidly. “Individuals 
and others” are also increasing their 
participation. Insurance companies 
have made 9 per cent of total volume 
of mortgage recordings in 1939, and 
held 7.5 per cent of the total home- 
mortgage debt at the end of 1938. Mu- 
tual savings banks, which held 15.1 per 
cent of the total, have made 3.5 per 
cent of the home-mortgages recorded so 
far this year. 


LIMITED BRANCH BANK SERVICE 


By Gaines T. CARTINHOUR 
Assistant Professor of Business Economics, Hunter College 


(From Credit Executive Magazine) 


RANCH banking has been brought 
to the foreground in various states 
which are providing limited bank- 

ing service to bankless communities. 
This group includes South Carolina, Ar- 
kansas, Wisconsin, New Mexico, and 
lowa. State banks are permitted to 
open offices, called agencies, tellers’ win- 
dows, cash depositories, or stations, in 
towns without any banking facilities. 


These branches do practically nothing 
but cash checks and receive deposits. 
All other banking functions must be 
performed by the home office. The so- 
called “Iowa Plan” is generally consid- 
ered.a model law covering such service. 
How far ‘this half-way branch’ banking 
arrangement will spread is uncertain. 
Such an office usually has just one 
employee, a teller, who has little dis- 
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cretionary authority. The bank exami- 
ner checks the teller’s cash just as in 
the bank itself. Iowa has 240 towns 
with populations between 250 and 1,000 
with no incorporated banks. More than 
100 of these towns have these so-called 
“offices.” Over forty offices are func- 
tioning in communities of less than 250. 
State law prescribes that the office be 
at least self-supporting. Offices range 
from a profitable unit with deposits in 
excess of $300,000 to a small break- 
even office with less than $40,000 aver- 
age volume. And yet it is admitted 
that it has not been possible to supply 
all of the demands for banking service 
by bankless towns in this state where 
a model plan is supposed to exist. No 


office can be established which is not 
self-supporting. 

It is significant that in Canada, Calli- 
fornia, and elsewhere many branches 
which are not self-supporting are main- 
tained by head offices. 

This movement has not progressed 
very far in several of the states because 
certain state authorities fear lest, since 
Federal law defines a branch as an of- 
fice for receiving deposits, the author- 
ization of such offices for state banks 
would extend the same privilege to na- 
tional banks, thus opening the door for 
the establishment of branch banking by 
national banks. Some of the state laws 
even declare “tellers’ windows” to be 
branch banks in effect. 


TRUST DEPARTMENT LEGAL SERVICE 


From a Recent U. S. Court of Appeals Decree 


(Note: Long a point of contention be- 
tween attorneys and banks has been the 
problem of how far a trust department 
might go in furnishing customers with legal 
services or legal advice. Of particular in- 
terest in this connection is a recent ma- 
jority decision of the United States Court 
of Appeals for the District of Columbia. 
In this case the members of a Committee 
on Suppression of Unauthorized Practice of 
Law of the District of Columbia Bar Asso- 
ciation were the plaintiffs, and the Ameri- 
can Security & Trust Company, Washing- 
ton, D. C., was the defendant. In the Dis- 
trict Court, after a hearing on the merits 
of the case, it was found that the defendant 
was not engaged in the practice of law. 
The plaintiffs appealed from this decree, 
and the case came before the Court of 
Appeals, where it was again decided in 
favor of the trust company. The Bar Asso- 
ciation has since voted to take the case to 
the Supreme Court of the United States. 
The following excerpt from the Court of 
Appeals decision offers some clarification of 
the trust department’s position in the view 
of the court:) 


HILE we might not agree, if occa- 
sion arose, with all of the cases 
we have cited, we accept the gen- 
eral distinction between the primary 
and the incidental. The practice of law 
is restricted to persons whose character 
and competence have been examined, 
who have been licensed, and who can 
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be disbarred, in order that the public 
may be protected against lack of knowl- 
edge or skill on the one hand and lack 
of integrity or fidelity on the other. 
Practice by corporations or other unli- 
censed persons, even though they act 
exclusively through licensed lawyers, is 
undesirable because the interjection of 
an employer between lawyer and client 
tends to dilute the lawyer’s loyalty to 
his client and divert it to his employer. 
In general, if there is to be an inter- 
mediary employer he must himself be 
a licensed attorney. But “a man may 
plead his own case in court, or draft 
his own will or legal papers” (People 
v. Alfani, 227 N. Y. 334, 125 N. E. 
671). He may draft any papers to 
which he is in a substantial sense a 
party, and any which closely concern 
his own affairs. He may discuss the 
legal aspects of his affairs with other 
parties to them or with third persons. 
He may hold himself out as able and 
willing to do these things. Either a 
man or a corporation may employ law- 
yers to do them. If other parties con- 
cerned wish to employ lawyers on their 
part, they may do so. 

The distinction in question disposes 
of the present case. All the services 
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which defendant advertises, or performs 
in or out of court, are reasonably inci- 
dental and most of them are practically 
necessary to the conduct of its author- 
ized business. They concern defendant 
no less because they concern its custom- 
ers. It follows that defendant is not 
practicing law. It cannot be an execu- 
tor without probating wills. It cannot 
be an adequate estate manager without 
giving advice on the management of 
estates; and the chief opportunity for 
such advice is just before the drafting 
of the estate instrument. Business ne- 
cessity, which probably requires de- 
fendant to present checks to the custom- 
ers of its banking department, requires 
it to present some elementary legal in- 
formation to the customers of its trust 
department. A bank may state the dif- 
ference between a drawer’s obligation 
and an endorser’s, and a trust company 
may state the difference between testacy 
and intestacy. 

Real estate brokers furnish prospec- 
tive customers with transportation. A 
broker’s commissions are intended to 
leave him a profit after covering all his 
costs including that one; but he makes 


no charge as for transportation, and a 
prospective buyer who buys nothing 
pays nothing for his ride. Licensed 
passenger carriers cannot complain of 
the broker’s activities. He is not in 
the business of carrying passengers, 
since he carries none but prospective 
purchasers, his compensation is not 
fixed in relation to carriage, and fre- 
quently he carries without compensa- 
tion. Carriage is incidental to his busi- 
ness, and not the business itself. His 
furnishing, and occasionally advertis- 
ing, transportation bears much the same 
relation to the taxicab business that the 
defendant’s advertising and furnishing 
of legal information bears to the prac- 
tice of law. The defendant gives in- 
formation to none but actual or prospec- 
tive customers, and gives it only in con- 
nection with actual or prospective em- 
ployment in its authorized business; its 
compensation is not fixed in relation 
to the information; and frequently it 
gives information for which no compen- 
sation is received. In giving legal in- 
formation it is not carrying on an un- 
authorized business, but performing an 
incident in its authorized fiduciary busi- 
ness. 


THIRD QUARTER CORPORATION PROFITS 
Monthly Report, The National City Bank of New York 


EPORTS of leading industrial com- 
panies for the third quarter and 
nine months show sharp gains as 

compared with 1938, when earnings had 
fallen to a low level, or in many in- 
stances disappeared entirely. Earnings 
of most companies, however, were still 
considerably below the level of the rela- 
tively good years 1936-37. 

Our tabulation of statements issued 
to date by 320 companies for the third 
quarter shows combined net profits, less 
deficits, of approximately $201,000,000 
after taxes, which is practically the same 
as in the second quarter and is almost 
double the $104,000,000 reported in the 
third quarter of last year. 

For the first nine months, combined 


THE BANKERS MAGAZINE for December, 1939 


net profits of these companies amounted 
to $589,000,000 as against $296,000,000 
in the corresponding period last year. 
Net worth of the group aggregated 
$10,488,000,000 on January 1, 1939, 
upon which the nine months’ profits 
were at the annual rate of 7.5 per cent, 
against a rate of 3.7 per cent for the 
corresponding period last vear on a 
slightly larger capital. 

Owing to the low level of profits a 
year ago, the sharp percentage gains 
tend to exaggerate the degrees of recov- 
ery in many. lines of business, includ- 
ing iron and steel, machinery, equip- 
ment, automobiles and parts, textiles 
and apparel. Moreover, about one- 
third of the leading companies in our 
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tabulation were operating at a deficit 
in the first nine months of last year, 
whereas in the same period this ‘year 
only one-eighth were in the red. Rate 
of return upon capital by many repre- 
sentative companies this year is still 
relatively low. 

As pointed out heretofore, the finan- 


cial results of a limited number of 
leading companies, whose securities are 
listed on the exchange and which pub- 
lish prompt reports of earnings, are 
useful for indicating trends, but do 
not provide an accurate measure of 
overage rate of earnings for business 
as a whole. 


TAX REVISION PROPOSALS 


Federal Finance Committee, Chamber of Commerce of the United Siates 


(Note: A broad outline of tax -revision 
legislation which business will seek to have 
enacted in the next session of Congress has 
been made public by the Federal Finance 
Committee of the Chamber of Commerce of 
the United States. The Chamber’s recom- 
mendations, representing a composite of the 
views of all elements of business, as ascer- 
tained by the Chamber, were drafted at the 
request of the Treasury Department for 
consideration in its study of tax deterrents. 
At conferences between members of the 
committee and Treasury officials, the Cham- 
ber’s suggestions have been thoroughly can- 
vassed. It is the intention of the Chamber’s 
committee, under the chairmanship of Ells- 
worth C. Alvord, former Treasury tax ad- 
visor, to continue with its tax revision study 
so as to be ready to present a detailed pro- 
gram to the next Congress. Because of the 
importance of the committee’s proposals to 
business in general, and their consequent 
interest to banks, the following digest is 
presented:) 


TARTING from the premise that the ; 


limited revenue act of 1939 was 

definitely beneficial to the upturn 
in business and employment, which be- 
gan soon after adoption of that act, the 
committee predicts that the current re- 
covery pace would be accelerated by 
further rational changes in the Federal 
tax structure. 

To this end, the committee proposes 
about forty changes in the present reve- 
nue laws, presenting specific recommen- 
dations, with supporting arguments and 
data. Broadly, some of the more impor- 
tant recommendations are: 

Reductién of corporate income tax 
rate by progressive stages to 15 per 
cent. ” 

Restoration of right to file consoli- 


dated returns by corporations affiliated 
by 95 per cent stock ownership. 

Reduction of individual surtaxes to 
point of maximum revenue and encour- 
agement to investment, with maximum 
surtax not to exceed 40 per cent. 

Simplification of the capital gains 
and loss provisions, shortening the hold- 
ing period, with the rate on capital 
gains reduced to 1214 per cent. 

Elimination of double taxation of 
dividends by exempting from the nor- 
mal tax dividends received by individ- 
uals and by exempting intercorporate 
dividends from the corporate income 
tax. 

Extension of the present two-year 
carry-over of net operating losses. The 
existing two-year provision may have 
sufficed in an earlier period, but in view 
of fluctuating business conditions in re- 
cent years is now inadequate. 

Repeal of the capital stock and ex- 
cess profits taxes as soon as revenue 
conditions permit; meantime, an an- 
nual declaration of stock values should 
be permitted. 

Provision for more liberal treatment 
of earned income. 

The provisions relating to deprecia- 
tion should be so drafted, interpreted 
and applied as to allow the taxpayer 
full credit for depreciation. 

Reduction of the present excessively 
high estate taxes and simplification of 
the present. rate structure. 

Increase in the exemption allowed for 
estate tax purposes. 

Arrangements whereby the states may 
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receive a larger proportion of death 
dues. 

In order to avoid the devastating ef- 
fect on estates which include certain 
types of assets, provision should be 
made whereby the decedent, during his 
lifetime, could definitely set aside an 
adequate portion of estate earmarked 
for estate tax purposes, such portion 
to be free from the estate tax. 

Development of a method whereby 
the intent of Congress to make gifts 
for charitable purposes free from es- 
tate taxes would be more effectively 
carried into operation. 

As viewed by the committee, “the 
primary consideration for a sound reve- 
nue system is the encouragement of 
private industry, private investment, and 
private employment. Increased _busi- 


ness activity is the only dependable, 
permanent source of increased revenue, 
and our tax policies, together with all 
other governmental policies, should be 
directed towards this objective.” 


This result can best be achieved 
through the enactment of a reasonably 
permanent long-range tax system, and 
based upon the following principles: 
the adjustment of tax rates to encourage 
maximum business activity and en- 
larged revenues; the removal of tax de- 
terrents to private enterprise and in- 
vestment; the assurance of stability and 
certainty in the revenue system; ease 
and simplicity of administration. ; 

These guiding principles should be 
adhered to, despite the influences on 
our economy of war abroad. The exist- 
ence of a foreign war is not sufficient 
reason for proceeding to destroy our 
long-range peace-time economy. We 
have not yet achieved normal domestic 
prosperity. There are still millions un- 
employed. We are still incurring huge 
deficits for relief. Farm income is 
still less than 80 per cent of its 1910- 
1914 parity. Business has yet to re- 
coup its losses spread over ten years of 
depression. 


HOME-FINANCING FIELD CONDITIONS SOUNDER 


By Frep W. CaTLett 
Member, Federal Home Loan Bank Board, Washington, D. C. 


ONDITIONS at the present time are 
vastly different from those in 1914, 
decisively affecting the results of 

the present conflict upon building and 
home financing. Building costs, for 
instance, are twice as high as in 1914. 
Some 10,000,000 men at present are 
unemployed. With a reserve of raw 
materials and unused manufacturing 
plant capacity, the United States. is. in 
a position to respond to any increased 
demand for raw materials or manufac- 
tured products from abroad as well as 
at home. 


In spite of higher building costs, rents 
are only 10 per cent higher than at 
the beginning of the World War. In 
1914, there was a residential oversup- 
ply; today there is a housing shortage. 
Then the so-called building cycle was 
on the downgrade; now it is on the up- 
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grade. The same statement could be 
made of general business conditions. 
Twenty-five years ago the total long- 
term savings in banks, insurance com- 
panies, savings and loan associations, 
and other thrift institutions, was about 
$11,000,000,000. At the end of 1938 
it was nearly $52,000,000,000. With 
such vast accumulations of money and 
excess funds, there would seem to be no 
probability of a shortage of funds with 
which to meet home-financing demands 
in the immediate future and no reason- 
able likelihood of any advances soon 
in the long-term home-mortgage rates. 


Since the World War the Govern- 
ment has taken important steps to 
strengthen financial institutions; partic- 
ularly home-financing __ institutions. 


Among these have been establishment 
of the Federal Home Loan Bank Sys- 
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tem, Federal Housing Administration, 
Federal Savings and Loan Insurance 
Corporation, Reconstruction Finance 
Corporation, and Securities and Ex- 
change Commission—all of which are 
alert to guard the interests of the pub- 
lic and the private investor. 

Indeed, greater preparation for any 
eventuality, even that of war, is what 


most distinguishes September and Oc- 
tober, 1939, from August, 1914. 

There is no reason for fear or worry 
or apprehension. On the contrary, 
from present indications, the war is 
likely to bring advantage to the thrift 
and home-financing field—From a re- 
cent report on survey completed under 
Mr. Catlett’s direction. 


PUBLIC APPROVES PRESIDENT’S RECORD 


Fortune Survey, Fortune Magazine 


(Note: Following is a summary of a por- 
tion of the Fortune Survey appearing in 
the November issue of Fortune Magazine, 
sampling public opinion on the ingredients 
of the President’s popularity by the same 
carefully tested methods which enabled 
Fortune to predict the exact size of Mr. 
Roosevelt’s majority in 1936 within 1 per 
cent.:) 


HE American people approve of 

Mr. Roosevelt’s record by a ma- 

jority of two to one—but only one 
American in ten wants the New Deal 
continued in its present form. 


his CCC, his personality, his banking 
and stock exchange legislation, the way 
he has guided foreign policy, his at- 
tempts to help the farmer, his relief 
program, and his attitude toward labor 
and unions. 

But the public disapproves of his 
attitude toward business, his advisers, 
the way he has dealt with political op- 
position, and his theory of borrowing, 
spending and lending for recovery. 

Here is the record of approval and 
disapproval on each of these assets and 
liabilities (don’t know omitted) : 


ASSETS 


The CCC 


ae ee =" 


Approve Disapprove 


78% 


His personality, as s distinguished from his policies 1-7 


His relief program 
The means by which his 
His banking legislation 


The way he has guided U. S. foreign policy 


Administration has tried to aid the farmer 50.6 


37.4 
32.9 
12.9 
18.5 


32.0 
10.9 


His attitude toward labor and labor unions 
Fils stock exchange legigiation........ 0.20. scecs.dce0 ievele/eu'sine OO 


LIABILITIES 


His attitude toward business and businessmen................+++- 35.1 

His theory of Government borrowing, spending, and lending for 
recovery 

BEM INO heise man wie alacctalten WA siemame ee mcae s/aiscnats Pen 

The way he has dealt with political opposition.................... 274 


BALANCE 


37.3 


30.0 


His record as President 


Fortune found that 60.8 per cent of 
the voters approve his record in gen- 
eral, 30 per cent disapprove, 9.2 per 
cent don’t know. The public approves 


According to economic level and ge- 
ography, every group is agreed, by 
varying majorities with opinions, on 
the first five items on the asset side. On 
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the last three assets the prosperous and 
the upper middle class differ from the 
nation majority. 

In the over-all appraisal of the Presi- 
dent’s Administration, every part of the 


country is agreed in general approval. 
So is every economic level except the 
prosperous, and every major occupation 
group except executives (by a small 
margin) and retired people. 


SOURCES OF EMPLOYE DISSATISFACTION 


By Harotp B. BERGEN 
McKinsey & Company, New Yuk City 


ALARY inequalities are a more 
potent source of dissatisfaction than 
the general level of pay. Such in- 

equalities indicate to employes the lack 
of recognition by the management of 
their individual states and progress. 
It- might be mentioned that dissatisfac- 
tion over salary inequalities is not 
confined to the lower brackets of office 
employes, but that department heads 
and vice-presidents are often disturbed 
about these matters in their own situa- 
tions. Management has frequently at- 


tempted to minimize discontent by en- 
deavoring to keep salaries confidential, 
but these attempts have rarely improved 
employe morale. 

Dissatisfaction over salary inequali- 


ties in one large office was indicated by 
the feeling of 50 per cent of the em- 
ployes that their salaries compared 
unfavorably with those of other persons 
in the company occupying jobs of equal 
importance. One-quarter of the em- 
ployes, however, stated frankly that 
they did not know. 

Closely related to dissatisfaction over 
salary inequalities is the lack of con- 
fidence in the fairness of promotion 
procedures. Few office organizations 
have developed the procedures to a 


point where it seems likely that the 
“best man” will always be promoted. 
Employes realize this and consequently 
tend to form the opinion that oppor- 
tunity for advancement on the basis of 
merit is lacking. 

Over one-half of the office employees 
in one company felt that people from 
the outside were brought in too often 
to fill higher grade positions. Almost 
the same percentage believed that their 
opportunities for promotion were lim- 
ited to one department only. Only 
one-quarter felt that the employes who 
deserved promotions usually received 
proper recognition. 

It is possible that dissatisfaction over 
salary inequalities and over the fair- 
ness of the promotion procedures in 
some offices may be caused, in part, by 
a lack of proper employe education. 
A company may develop excellent poli- 
cies and procedures for salary admin- 
istration and promotion, but if the 
employes do not understand these 
practices, they are likely to lack con- 
fidence in the personnel administra- 
tion—From an address before the 
Office Management Conference of the 
American Management Association, New 
York City. 


THE BUSINESS OUTLOOK 
Selected 


The National City Bank of 
New York Monthly Report 

An immense amount of thought and 
analysis is being devoted to the busi- 
ness situation, with much of the em- 
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phasis upon the danger of a serious 
reaction from the rise in production. 
Businessmen know that after as sharp 
a rise a letdown is usual, due to the 
readjustment of production after inven- 
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tories are replenished. Recent business 
history supplies precedents by which to 


study spontaneous buying movements 


of this kind, notably the rush in the 
spring of 1933, which was stimulated 
by the price-raising programs of that 
time; and in that case, and every other, 
a reaction followed the forward buying. 

Evidently the reaction is not immi- 
nent, inasmuch as the industries hold 
unfilled orders which will keep them 
busy into the first quarter in many 
cases; the market excitement has been 
quieted; price advances have been held 
within moderate limits; and the inven- 
tory accumulations that are expected to 
cause the trouble are still only prospec- 
tive in most cases. It would be unwar- 
ranted to say that the rise in staple com- 
modity prices to date has harmed the 
business outlook. The net price rise 
since August 31 has been around 17 per 
cent, according to Moody’s index, but 
this leaves prices one-fourth lower than 
at the 1937 peak. The rise has im- 
proved the price equilibrium, for raw 
materials had been too low in relation 
to finished goods; and many times when 
this has been the case the signal for 
business improvement has been given 
by a rise in raw materials, which starts 
purchasing power, originating with the 
farmers and other producers, flowing 
around the circle. 

Nevertheless the warnings are appro- 
priate, not only as a counsel of modera- 
tion, but to direct attention to the poli- 
cies that may keep the drop, if it comes, 
within bounds. Of course if war ex- 
ports rise sharply they will absorb the 
increased production, but business does 
not want to be at the mercy of uncer- 
tain war demands. Continued building 
up of inventories, through further for- 
ward buying, would prolong the boom, 
but only defer the reckoning. 


—_ 


The Cleveland Trust Company 
Business Bulletin 


Industrial production has increased 
in volume by nearly 20 per cent in the 
past two months, and that is almost the 
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largest two-month increase ever re- 
corded. There is no room for doubt 
about the genuineness of this industrial 
revival, but there is real doubt about 
the possibility of keeping it going. 
Apparently there are only three 
sources from which it could receive 
enough motive power to sustain its up- 
ward progress for any considerable 
number of months. One of them is 
genuinely big war orders; another is 
increased large-scale pump priming; 
and the third is an important increase 
in the volume of new capital issues. 


Despite the large orders for air- 
planes, it now seems unlikely that the 
warring nations will make purchases 
here in volumes comparable to those 
of 1915 and 1916. Pump-priming ex- 
penditures have diminished in recent 
months, and they will probably decrease 
further, despite our enlarged military 
and naval programs. There remains the 
possibility of increased corporate finan- 
cing through the sale of new securi- 
ties, and that continues to be dependent 
on such improved relations between 
Government and business as will en- 
hance the prospects for profits. 


—_— 


Chamber of Commerce of the U. S. 
Washington Review 


Experience would seem to suggest that 
the period of economic progress which 
began in June, and which has since 
been accelerated by reversal of the buy- 
ers’ market that had lasted for almost 
two years, will extend pretty well into 
the future—always provided, of course, 
that abuse is not carried to crushing 
heights. 

Even the period which began in 1935 
and which was subjected to such govern- 
mental assaults that it was succeeded 
by our most precipitate depression con- 
tinued for twenty-two montks. It was 
our shortest period of economic recu- 
peration. 

In industrial production we are not 
yet at the level reached in 1937. With 
our population at its present figure, our 
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current rate of industrial production 
would have to increase by a full 10 
per cent before we had a level compa- 
rable to the peak of 1937, and it would 
have to increase by another full 10 per 
cent to attain a level really comparable 
to the peak of 1929—a year when 
prices, gradually declining by reason 
of new efficiencies, brought about our 
greatest volume of production. We 
consequently have to progress for a 
considerable distance farther before we 
can achieve recovery. 

It has been objected ‘from some 
sources that our upturn is due to war 
orders from abroad, and for that rea- 
son may suddenly collapse. The fact 
is that domestic business, not foreign 
business, has brought the improvement. 

Inventories are being built up, is the 
objection from another quarter. The 
answer is plain. Of course inventories 
are being built up. They must be built 
up in protection of customers. In a 


buyers’ market, inventories are always 
depleted, and in a buyers’ market ex- 
tending for twenty-two months, such as 
ended with the close of August of this 
year, inventories were gradually de- 


pleted. The mere building back of in- 


ventories to the condition that is nor- 
mal, and that is safe, is causing a con- 
tinuing demand for goods that, if not 
interrupted, will be very large. 

As for the capital-goods field, the 
current demand has its origin chiefly 
in depreciation and obsolescence. With 
the discouragements of the buyers’ mar- 
ket ended, there has come some tendency 
toward repairs and replacements. In 
taking care of depreciation and obso- 
lescence accumulated in plants of all 
kinds during the depression there is 
enough business ready for release upon 
any general feeling of confidence that 
there will be freedom from indiscrimi- 
nate bastinadoes, to keep capital-goods 
industries completely employed for a 
long time. It is to be remembered that 
the ravages of depletion are great, and 
in the best of times a sizable part of 
production has to go to make good these 
ravages. 

Granted a respite from threats of new 


repression from governmental sources, 
business activities may carry us for- 
ward at a rate which will make some 
statisticians revise their figures. 


—_ 


American Institute for Economic 
Research—Weekly Bulletin 


In the light of the facts and esti- 
mates, it seems certain that the oppor- 
tunity to increase our export trade 
(solely as the result of superseding the 
principal European competitors and, 
for the time being, without regard to 
England’s and France’s purchases of 
wartime needs) will not be so great as 
some optimists have assumed it might 
be. On the other hand, with respect 
to iron and steel and manufactures and 
the machinery industry, the gain will 
be of real importance. Furthermore, 
these gains may be distributed over a 
greater portion of our domestic econ- 
omy than might at first be supposed. 

The productive capacity of most im- 
portant industries in the country has 
been carefully calculated by the more 
successful business concerns, with a 
view to meeting peak needs during the 
business cycle. It is therefore obvious 
that prospective increases in demand 
for the products of those industries, as 
great as 8 or 10 per cent of domestic 
production, will force some construc- 
tion of new plant and the acquirement 
of new capital equipment by the in- 
dustries directly affected. This will 
mean new business for the construction 
industry and for suppliers of materials. 
It is even conceivable that the combina- 
tion of the direct and indirect effects of 
the increased exports described as pos- 
sibilities would be a decisive influence 
in creating a more permanent prosper- 
ity than has been enjoyed in this coun- 
try since the decade of the 1920’s. Once 
the process of expanding the capital 
equipment of our industries is resumed, 
it may, and probably will, reach large 
proportions because of the almost com- 
plete absence of such growth during 
the past ten years. 
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VIEWS 


Recent speeches given before national, regional or state groups—digested or 


excerpted for your convenience. 


PERSONAL LOAN SERVICE JUSTIFIED 


By Kenton R. CrRAvVENS 
Vice-President, The Cleveland Trust Company, Cleveland, O. 


BELIEVE it was Mr. Cameron of 

the Ford Motor Company who said 

that any new business should be 
able to justify its entrance and subse- 
quent existence in the field of its ac- 
tivity. He might have cited the ex- 
ample of two drug stores on opposite 
corners, and the advent of another drug 
store on a third corner. If the new 
drug store simply split the existing 
business into three portions, it could 
not justify its existence. But if it cre- 
ated a new service not previously ob- 
tainable, then it could very well justify 
its appearance as a competitor. Our 
figures have conclusively shown that 
we have rendered a new service. It 
was because of our deep interest in 
this problem that we went to so much 
trouble to keep this data. 

Let us see what we can learn from 
our experience: 

Less than 20 per cent of our borrow- 
ers had outstanding balances with other 
lending agencies, and this indebtedness 
in over 50 per cent of the cases was 
less than $100. 


About 40 per cent of all of our bor- 
rowers had never borrowed from any 
lending agency before. Let us get that 
straight—only four out of every ten 
borrowers, exclusive of those who had 
outstanding balances with other lend- 
ing agencies, had ever borrowed at any 
time from any lending agency. These 
agencies include most all of the finance 
companies, which means that theoreti- 
cally only four out of every ten had 
borrowed or bought anything on time 
through a finance company. 

If we eliminate those who had used 
a finance company but had not bor- 
rowed directly, we find that over 50 
per cent of our personal loan users 
represented purely virgin business— 
new business, if you please. 

In this way you can see that we have 
provided a service which, for one rea- 
son or another, had heretofore not 
been used by 50 per cent of our 
present personal loan borrowers.— 
From an address before Pittsburgh 
Chapter, A.I.B. 


ANNUAL TRUST FEE SCHEDULE PROPOSED 


By Wittiam A. Reap 
Vice-President, Central Hanover Bank and Trust Company, New York City 


HE responsibility of adequately car- 
LL ing for that part of the national 
wealth which is entrusted to our 
administration has become ever more 
burdensome. There is no way in which 


544 


this responsibility can be avoided or 
decreased, but if we are to maintain 
the highest standard of service—and 
that is the only acceptable standard— 
we should endeavor to recast our sched- 


THE BANKERS MAGAZINE for December, 193! 





ules so that trust fees will be measured 
in terms of service and so that it will 
be possible for us to assume the re- 
sponsibilities of trusteeship with rea- 
sonable assurance that we shall be able 
to render a truly excellent quality of 
service on the basis of adequate re- 
muneration. 

It is obvious that the life of any 
given trust will be determined by fac- 
tors over which the trustee has no con- 
trol. Whatever this period may be, the 
trustee is obligated to provide fiduciary 
services of high quality from year to 
year right through the termination of 
the trust, and the expense of providing 
this service is continuous. Obviously, 
if compensation is to be adequate, it 
must take these facts into account. 

Any scientific schedule should pro- 
vide for annual fees on both principal 
and income, since that is the only way 
that trust fees can be measured in 
terms of service. We can doubtless 


agree that it is reasonable to assume 
that the wish of the average grantor 
of a trust is to favor the life tenants 
of a trust rather than the remainder 
men, because the widow or children are 
nearer to his heart than are the even- 
tual distributees, who are often grand- 
children, but are frequently charitable 
or educational institutions. , 

In testing the fairness of any sched- 
ule of annual fees, a good method is 
to determine whether or not, at the 
average life of all trusts, the proposed 
schedule takes in fees approximately the 
same percentage of the total amount 
received by each class of beneficiary. In 
other words, if the life tenant pays 
about the same percentage of the total 
amount he receives as does the remain- 
derman, the schedule can be said to be 
fair—From an address before the 
Tenth Annual. Mid-Continent Trust Con- 
ference, Trust Division, American Bank- 
ers Association. 


THE ESSENCE OF FREE ENTERPRISE 


By Ropert M. HANeEs 


President, American Bankers Association 


HE essence of individual freedom 

is the right to be a free choosing 

agent having the right to be what 
you will and the right to stand or fall 
on the consequences of your own judg- 
ments and acts. That is the contradic- 
tion of being told where you will work, 
at what you will work, how long you 
will work, how much you will produce, 
and what you will get in return as ex- 
emplified by the totalitarian govern- 
ments overseas which in the process of 
providing employment and security 
have taken away freedom. 

The right to make one’s own choice, 
to stand or fall on the consequences of 
one’s own judgments and acts, is of 
the essence of free enterprice. You 
cannot have free enterprise without free- 
dom of choice. 

Nor can you ‘have free enterprise 
without a: free or independent credit 


system through which credit and capi- 
tal flow naturally from institutions and 
individuals into the channels of indus- 
try and trade in response to the forces 
of supply and demand and under the 
administration of experienced men who 
know what can or cannot be safely done 
rather than by men concerned only with 
the approval of their constituents. 

In a world convulsed with war it is 
important that we do all we can to 
prevent any further stagnation of* our 
economic order, and that we be alert 
to preserve those free institutions 
through which we express and exercise 
our individual freedom. Patriotism de- 
mands it. It is the only way we can 
build up our country in preparation for 
whatever dangers may confront it.— 
From an .address before the Kentucky 
Bankers Association convention, Louis- 


ville. 
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COORDINATED SUPERVISION ATTAINED 


By Georce Warp 


Commissioner of Banking, State of West Virginia 


ET us not forget that the world 
i: grows smaller daily, and the same 

is true of our own United States. 
No longer is it possible for each of us 
to go his own way independent of all 
others and without regard for their fate 
or fortune. The rapid and violent im- 
pact of disturbances elsewhere upon 
this planet creates repercussions quickly 
transmitted to the field of our own op- 
erations which we are obliged to reckon 
with. Our banking structure in Amer- 
ica is so closely connected and so 
promptly affected by variations in the 
affairs of each other that a uniform con- 
necting influence is necessary. None 
of us will seriously disagree with that 
statement today. The spirit of true co- 
operation which has been manifested 
by the members of the National Asso- 
ciation of Supervisors of State Banks 
and the several Federal agencies con- 
cerned has proved conclusively the pos- 
sibilities of codrdinated supervision. 


The result is an infinitely stronger bank- 
ing structure for the nation without 
overstepping or infringement of the 
rights of another, no dictatorial usur- 
pation of the prerogative of any state 
authority, no cramping of the style nor 
curbing of the initiative of any indi- 
vidual banker, no circumscription of his 
activities. Supervision never means 
management. In short, the objective 
appears to have been attained to a re- 
markable degree, and the faith of the 
creditors has been amply justified while 
still stands that noble principle of 
states’ rights so dear to the hearts of 
all truly loyal Americans, and a broad 
foundation stone upon which our sys- 
tem of government has been built to 
stand for eternity against the onslaught 
of time and a changing social era.— 
From an address before the National 
Association of Supervisors of State 
Banks convention, Salt Lake City. 


CENTRALIZED FINANCIAL CONTROL UNJUSTIFIED 


By H. W. KoENEKE 
President, Security Bank, Ponca City, Oklahoma 


E cannot look with favor upon 

current efforts to centralize control 

of the banking system. The estab- 
lishment of the twelve Federal Reserve 
banks was the culmination of an his- 
toric struggle between two schools of 
thought dating. back to the establish- 
ment of the first Bank of the United 
States in 1791. This struggle continued 
right up to the time of the debates over 
the Reserve System under the Wilson 
-Administration. The triumph of the 
conception of a federation of twelve 
central banking systems was a recogni- 
tion of the diversified nature of Ameri- 
can economic fabric and a reflection of 
the most fundamental characteristic of 
American life, which is local, regional, 
economic and social development. 


546 


Compulsory Federal Reserve mem- 
bership and efforts to center financial 
control in Washington represent an at- 
tempt to undo and reverse the principle 
that has prevailed through one hundred 
and fifty years of struggle. Such cen- 
tralization cannot be justified by a 
“horse and buggy” allusion to the past. 
America did not grow up in Washing- 
ton or Wall Street or any other single 
city. America grew up in the North- 
east, Southeast, Middlewest, Northwest 
and Southwest. Each section developed 
its own economy and habits, its social 
life and customs and even its own ac- 
cent and sometimes its own « ocabulary. 
Each contributed its own strength to 
the nation. It is a new. idea that each 
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must depend for its strength on Wash- 
ington. 

The independent credit system will 
not survive if we defend it only from a 
selfish point of view. The future of 
independent banking rests, in the last 
analysis, on the degree to which we 
serve the public. But defense of the 


independent credit system does require 
a united front. This is no time to re- 
vive intro-family quarrels. The waters 
are muddied enough. Beside, a great 
war is in progress which tends to 
obscure issues and may bring new: dif- 
ficulties to us.—From an address before 
the ABA convention in Seattle. 


SAVINGS BANKING LEADERSHIP 


By ALBERT S. EMBLER 
President, The Savings Banks Association of the State of New York, 
and President, Walden Savings Bank, Walden, N. Y. 


VER the past few years, we have 
seen increasing governmental reg- 
ulation of and interference with 

the ordinaray course of private enter- 
prise. These are the outward threats 
to our established way of life. Under- 
lying these, and of greater concern to 
me, is the greatly increased number of 
people whose first concern is not what 
they owe their community or to sound 
government, but what they think their 
community and government owe to 
them. 


A continuation of this state of mind 
is bound to lead to serious trouble, for 
while it may be that the trend is already 
stopped (supposing the sharp increase 
in the number of deposits during the 
first nine months of this year can be 
accepted as evidence), the situation is 
still of sufficient seriousness in my 
opinion to demand immediate and con- 
structive action. 


I was recently impressed by a state- 
ment attributed to Dr. Paul Cadman of 
California in an address before the 
American Bankers Association, the es- 
sence of which is this: In all of the 
talk about human rights and property 
rights, we have lost sight of the fact 
that the most human of all rights are 
property rights. 

We in the savings. banks, I think, are 
logical leaders for the preservation of 
the American way of life. Very nearly 
six million people in this state have 
entrusted their funds to our care and 


many hundreds of thousands look to us 
for assistance in the financing of their 
homes. Furthermore, savings bank- 
ing, according to my concept, consists 
of a great deal more than the mere 
provision of a safe depository for and 
modest return on savings. Savings 
banking stands for the encouragement 
of thrift in its true concept, the concept 
of thriving and growing. We have long 
recognized that the stable financial 
basis for any successful community has 
its roots in the steady accumulation on 
the part of a large proportion of the 
population of a portion of their earn- 
ings, which funds can be utilized for 
local investment and growth. This I 
submit as an evidence of the capacity 
to rule one’s self, the very essence of 
freedom and democracy. 

We must, at the present time, keep 
these principles foremost in our. minds 
and bring about a widespread public 
understanding of them by every pos- 
sible means, if our democracy is to con- 
tinue and succeed. That is our number 
one public relations problem. 

Of one thing I am certain, we have 
the confidence of the great mass of 
people of moderate means who are the 
backbone of our country. They want 
and need our leadership. We need only 
give them that leadership to help main- 
tain in this country the sound middle 
of the road policies that have maae our 
nation what it is teday.—From an ad- 
dress at the Savings Banks: of the -State 
of New York convention. 
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OBSERVE SPIRIT OF TRUST INDENTURE ACT 


By Roxanp E. CLark 


President, ABA Trust Division, and Vice-President, National 
Bank of Commerce, Portland, Maine 


USINESS never welcomes govern- 
mental regulation and banking is 
no exception. The American 

Bankers Association did not favor pas- 
sage of this act. The Association be- 
lieved that the objectives desired by 
the Commission could be well attained 
through the adoption of a code or a 
statement of principles similar to the 
Statement of Principles of Trust Insti- 
tutions relating principally to personal 
trusts and adopted by the Trust Division 
in 1936. 

In view of the insistence of the Se- 
curities and Exchange Commission on 
the enactment of the legislation, the 
Association through its executive of- 
ficers advised the Commission that it 
would not oppose the Barkley bill, pro- 
vided that, in the opinion of a special 
committee to be appointed by the Trust 
Division of the Association, such legis- 
lation was workable. -It is the opinion 
of the Division’s Committee on Mort- 
gage Trusteeships that the act as passed 
is workable. 


It is the duty of the trust institutions 
of the country to endeavor to admin- 
ister trust indentures which are subject 
to the act by observing the spirit as well 
as the letter of that act. 

The act is entirely new legislation of 
the most technical nature, and it will 
hardly be possible to administer trus- 
teeships subject to it without encounter 
ing some difficulties and rough edges. 
On the other hand, the Securities and 
Exchange Commission has displayed « 
sincere desire to carry out its concep! 
of the act with the least possible handi- 
cap to legitimate trust business. The 
same spirit having been evidenced by 
the Congressional committees which 
considered the bill, the Trust Division 
confidently expects a sympathetic hear 
ing and a co-operative attitude by both 
the Commission and Congress if ex- 
perience should indicate the need of 


amendments.—From an address before 
the Tenth Mid-Continent Trust Confer- 
ence of the ABA. 


PCA LENDING COMPETITION 


By J. Y. CasTLe 
Cashier, McDonald State Bank, North Platte, Nebraska 


RODUCTION Credit Associations, 
only soliciting our prime agricul- 
tural loans, are owned by us and 
the other citizens of our nation through 
investment of one hundred twenty mil- 
lion dollars by the Treasury of the 
United States in their Class A stock. 
Thus, contemplation brings us to the 
- conclusion that we, as taxpayers, are in 
direct competition to ourselves through 
our national Government. But, to carry 
the absurdity to the extreme, we as in- 
dividuals all pay heavy taxes, while 
we as our own competitors, through our 
Government, are tax free. 
We, as part of our Government, fur- 


nish these competitors with their Class 
A stock. The borrowers must take 5 
per cent of their loans in Class B stock, 
and eventually it is expected that the 
Class B stock will capitalize the Asso- 
ciations and permit repayment of the 
investment of the Government. 

The research council of the Ameri- 
can Bankers Association for December 
31, 1938, in their bulletin number 78, 
lists the earnings and expenses of all 
the insured commercial banks of the 
country. Their table, number 27, shows 
a gross return for all banks, per $100 
of deposits, of 3.19 per cent from cur- 
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rent operations, this including interest 
on loans, bonds, service charges, and 
all other operating earnings. Expenses 
are listed at 2.25 per cent, leaving a 
net profit of .94 per cent, before losses, 
recoveries or dividends. In this table 
taxes are shown to be .21 per cent and 
dividends on common stock to be .41 
per cent. Thus, while we were able to 
pay the stockholder owners of our 
banks only 41 cents per $100 of de- 
posits as a return on their investment, 
the tax burden amounted to more than 
half this, or 21 cents. The paradox is 


completed when we realize that besides 
this crushing burden of taxes we must 
compete with a tax free governmental 
competitor. 

With excess reserves at over 5 bil- 
lions of dollars, there is no need of the 
PCA’s, and they can endure only be- 
cause they are free from income and 
excess profits taxes, payroll taxes, capi- 
tal stock tax and the Nebraska in- 
tangible tax, which we pay on the value 
of our outstanding shares of stock.— 
From an address at the Nebraska Bank- 


ers Association convention. 


INFLEXIBLE TRUST PROVISIONS HARMFUL 


By A. F. Youne 
Vice-President and Trust Officer, National City Bank of Cleveland, Ohio 


HE depression has re-emphasized 

the forgotten truth that the dead 

hand can and often does strangle 
a trust estate and inflict great damage 
on the beneficiaries. One of our major 
problems is how to free the trust from 
the grip of rigor mortis and make the 
dead hand live. 

It is obvious that the most important 
duty of a trustee is and always has been 
the wise and careful investment and 
management of the trust property. 
However, the character of the service 
rendered may be largely determined by 
the provisions of the trust instrument. 
Unfortunately for the trustee, these in- 
vestment provisions furnish the trustor’s 
happiest hunting ground. The very fact 
that he has something to put in trust 
naturally makes him feel that his invest- 
ment ability has been weighed in the 


balance and not found wanting. It is 
flattering to his own judgment and 
makes him yearn to inflict it on future 
generations. In such an atmosphere 
the trustee seeks a practical and work- 
able provision. 

The trustee cannot possibly render 
its best service if, by the provisions of 
the trust agreement, it is directed to 
retain investments which it knows it 
should sell or, on the other hand, is 
directed to sell investments which it 
knows it should retain. 

We trust men know that the trusts 
which have fared best are those where 
the trustee has been able to change its 
investment policies from time to time 
to meet fast shifting economic and fi- 
nancial conditions.—From an address 
before the Tenth Annual Mid-Conti- 
nent ABA Trust Conference, Chicago. 


THE TRUST BUSINESS OUTLOOK 


By SaMueEL C. WaucuH 
President, Trust Division, American Bankers Association 


T seems to me that we should rec- 
ognize four definite facts about our 
outlook. 

1. We, as a part of the national busi- 
ness structure, must expect more gov- 
ernmental supervision, rather than less. 

2. We must expect more taxes, rather 


than fewer. Our government deficit is 
going to be with us for a long, long 
time. 

3. We, as trust men, must appreciate 
the number and complexity of our 
problems are going to increase rather 
than decrease. 
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4. The increasing problems of con- . as business men, to solve our national, 


servation, money management, and the « 


transfer of property from one genera- 
tion to another will create more public 
need for trust service, rather than less. 

If you agree with me on these four 
points, you may well ask “All right, 
what are we going to do about them?” 
Here are a few suggestions. 

On the first two we must make our 
contributions towards solution as citi- 
zens and voters rather than as trust 
men. We must ‘inform ourselves on 
the problems of national and state gov- 
ernment. We must work—and work 
hard—for the election of the proper 
kind of public officials. Then, with 
confidence rather than fear and sus- 
picion, we must co-operate with them 
and expect them to co-operate with us, 


economic and social problems. No 
trust man, or business man worthy of 
the name, can today shirk his responsi- 
bilities as a citizen. 

In tackling the peculiar problems of 
our business we must employ “mass 
formations” more than ever before. 
Our most difficult problems are the 
ones which concern all of us, or groups 
of us. They require carefully planned, 
concerted effort in regional, state, and 
national organizations. We cannot 
urge too strongly your active participa- 
tion in your local or state corporate 
fiduciaries association. There is much 
work to be done and your help is 
needed.—From an address at the Re- 
gional Trust Conference of the Pacific 
Coast and Rocky Mountain States, Los 
Angeles. 


STOP TRYING TO BUY PROSPERITY 


By Bion-H. BARNETT 
Chairman of the Board, The Barnett National Bank, Jacksonville, Fla. 


OW can we get out of this status 
quo (defined by the Negro 
preacher as “de fix we’s in”) ? 

Only, in my opinion, by stopping 
trying to buy prosperity with spending. 

The Government has borrowed and 
spent $25,000,000,000 during the past 
six years, and up to the beginning of 
the present war had neither reduced 
the number out of work nor increased 
the prices of agricultural products. It 
should give up trying to overcome the 
natural laws of supply and demand. 
The efort was first made in the time 
of Diocletian, has been tried various 
times since by several countries, and 
has never permanently succeeded and 
never will. The price of labor is gov- 
erned by the same inexorable law. 
Labor never will get full employment 
by passing laws raising its price and 
shortening its hours of work. 

President Roosevelt said, when he 
started his experiments, that he would 
be the first to admit his errors if they 


were not successful. He should have 
evidence enough by this time to con- 
vince him they. were failures. If so, 
and he would use the same effort in 
reducing expenses that he did during 
the first six months of his administra- 
tion, I think we could feel that in 
time the budget would be balanced. 
The feeling also must be created that 
no more drastic laws will be passed 
and that those laws now holding back 
investments of their savings by the peo- 
ple will be amended or cancelled. 
Never has the country had such an 
excess of money awaiting investment. 
If confidence could be created that 
efforts were being made towards bal- 
ancing the budget, that no further op- 
pressive laws would be passed, and that 
some of the present laws would be 
amended, then you would see this money 
being invested. rapidly, new factories 
being started, and few unemployed men. 
—From a recent article appearing in 
the Florida Times-Union newspaper. 


THE BANKERS MAGAZINE for December, 193° 





EXPERT VS. COMMITTEE OPINION 


By Frank L. Row.anp 
Executive Secretary, Life Office Management Association, New York City 


OMMITTEES are generally made 

up of line men who are naturally 

inclined to consider general sub- 
jects from the point of view of their 
own particular departmental interest. 
Moreover, the time required for com- 
mittee discussions, when the subjects 
under consideration are not of perti- 
nent interest equally to all members, 
is apt to be viewed as an intrusion and 
an interference with the work for 
which they are responsible. Further- 
more, the committee as a rule is not 
made up of experts. Individuals are 
invariably called upon to pass upon 
policies and procedures concerning 
which they know little or nothing. Dis- 
cussions generally degenerate into reg- 
istering the ideas of the more dominant 


personalities. Multiplying the knowl- 
edge of one man by the ignorance of 
others rarely helps to increase the ef- 
ficiency of the one. ; 

A far better plan is to authorize a 
staff expert to consult with various 
officers and department heads concerned 
in a decision registering their individ- 
ual expert advice and opinion concern- 
ing that phase of the subject on which 
they are qualified to report. The com- 
posite report, therefore, would contain 
the opinion of a group of experts on 
the particular phase of the subject with 
which they are most familiar—From 
an address before the Office Manage- 
ment Conference, American Manage- 
ment Association, New York City. 


PRESERVE WHAT IS LEFT 


By Woop NETHERLAND 
Vice-President, Mercantile-Commerce Bank and Trust Company, St. Louis 


INCE the advent of the Federal Re- 

serve System and the Federal De- 

posit Insurance Corporation some 
state banking departments have sur- 
rendered their independence of thought 
and action. Yet, so long as both the 
state and national banking systems ex- 
ist, they serve as a check on each other 
and at the same time cooperate in their 
work. Grant, for the sake of argument, 
that we might have a more economical 
and efficient banking system by con- 
solidating all supervisory and regula- 
tory authory in one agency, we would 
provide the most powerful weapon for 
economic and political control that can 
possibly be imagined. While the FDIC 
machinery is a step in the direction of 
concentrated power, yet so far it has 
been splendidly managed and, so long 
as a bank may, if it meets certain re- 
quirements, convert from the state to 
the national system, and vice versa, and 
membership in the Federal Reserve 
System is voluntary for state banks, a 


measure of checks and balances is 
maintained. What little is left cer- 
tainly should be preserved.—From a 
recent address. 


You bankers no doubt have occasion 
to send out notices of overdrafts and 
past due paper. It is a penal offense 
for a man to send a dun through the 
mail on a postal card. When you put 
a little slip of paper into an envelope 
that the postman can press between his 
fingers, or hold up to the light, and 
read every word on it you are border- 
ing on sending a dun on a postcard. A 
notice of this kind should have some 
appearance of being important. It 
should be on note paper and folded 
twice. This would prevent reading 
through the envelope, and when re- 
ceived by the client would have the 
appearance of a business communica- 
tion rather than a circular.—J. R. 
Fulkerson, President, Producers Live 
Stock Commission Assn., Jerseyville, Ill. 
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ADVERTISING and 
PUBLIC RELATIONS 


Recent developments in bank advertising and public relations work 


‘“Down Memory Lane’’ 

Under the above caption The Irving- 
ton National Bank, Irvington, N. J., is 
running a series of advertisements with 
news from the files of the local news- 
paper of twenty-five years ago. Ex- 
cerpts of interest are given, and a tie- 
up with the bank is frequently achieved 
by quotations from news ‘of the bank 
which appeared at that time. In other 
instances a more direct tie-up is made. 
For example, the robbery of four homes 
is reported, and in parenthesis appears 


‘““EYE-CATCHERS’”’ 


These bank ad heads caught our 
eye and made us read the ad. 
How about you? 


Hot Dog! ; 
—The First National Bank, 
Halfway, Oregon. 
It Makes a Difference 
Whose Ox Is Gored 
—The Huntington National 
Bank, Columbus, Ohio. 
He Knew ‘‘Everybody 
and His Dog’’ 
—The First National Bank of 
Memphis, Tenn. 
The Sparkplug 
of Business 
—State-Planters Bank and Trust 
Company, Richmond, Va. 
We Work Nights 
—Marine Trust Company of 


Buffalo, New York. 


the following copy: “A safety deposit 
box at The Irvington National Bank 
would have spoiled this story.” In an- 
other case, ads of twenty-five years ago 
regarding real estate are quoted, fol- 
lowed by: “It is just as easy to own 
your own home today with the Irving- 
ton National Direct Reduction Mort- 
gage Loan Plan.” 


‘First in Cambridge’’ 

An attractive, informative series of 
folders under the running head “First 
in’ Cambridge,” is being issued by the 
Harvard Trust Company, Cambridge. 
Mass. Each folder is devoted to some 
invention or- service which originated 
in Cambridge, one page dealing with 


the history of its origin, another with 


its- development, and with the benefits 
of the invention or service to the coun- 
try asa whole. Subjects covered in 
the first folders of this series include: 
the first reciprocal telephone conversa- 
tion “ever held, the first university in 
America, the first printing press in 
North America, the first volunteer com- 
pany in the Civil War, the first com- 
mercial varnish, the first great Ameri- 
can telescope, the first sewing machine, 
the first vaccination in the United 
States, and the first piece of pressed 
glassware in America. Fifteen words 
tie the subject matter of each folder 
in nicely with the Harvard Trust Com- 
pany—‘First in volume and diversifica- 
tion of service to every financial inter- 
est in Cambridge and Belmont.” 


Index to Services 


A “Pictorial Index” to services ren- 
dered is contained in a recent issue of 
The Union & New Haven Trust Com- 
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Come o FEDERATION 


WE LIKE TO LOAN MONEY ! 


You re @ customer of the bank when you come in 
to borrow money from Federation As such, it’s 


LT: aug salen a 
FRIENDS 


(they'll love it1) 


Putting across their message in brisk, easy-to-take cartoon style, the Federation 

Bank and Trust Company, New York City, recently issued the personal loan folder 

illustrated above. The cover is shown at lower left, first and second pages at lower 
right, the third page at top. 


pany, New Haven, Conn., monthly “Better Appliances for Less Money,” 


Journal. A keyed diagram of the bank’s 
quarters and a numbered index are 
given, thus enabling the reader not only 
to familiarize himself with the many 
services rendered by the bank, but to 
easily learnlocation of any department. 


Industry’s Contributions 


Continuing its educational series of 
advertisements under the running head, 
“Industry’s Contributions to Better Liv- 
ing,” the Marshall & Ilsley Bank, Mil- 
waukee, Wis., carries an ad on house- 
hold appliances. Under the caption, 


the ad reads: 

“What industry and business are do- 
ing to bring ‘the greatest good to the 
greatest number’ is dramatically shown 
by two typical appliances. Both re- 
frigerators and washers, on the average, 
have not only been reduced to one-half 
the average price of ten years ago, but 
also the quality and performance of 
both appliances have been greatly im- 
proved at the same time. > 

“By making loans to appliance nian- 
ufacturers, distributors, dealers and in- 
dividuals, this bank does its part in 
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bringing better goods to more people— 
at lower cost.” 

Four illustrations brought the story 
of the ad to the observer at a glance. 
A refrigerator of ten years ago, aver- 
age price $350.00, was shown along- 
side one of today’s, average price 
$173.00. A washer of ten years ago, 
average price $143.00, was contrasted 
with one of today’s modern washers, 
average price $72.24. 


Lawyer Cooperation 

In a newspaper advertisement cap- 
tioned “Ask Your Lawyer,” the Granite 
Trust Company, Quincy, Mass., calls 
attention to the importance of a re- 
examination of one’s will, and of the 
service available through the trust de- 
partment and the lawyer. Copy reads: 

“Between the date of the execution 
of your will and the date when it be- 
comes effective many events may occur 
which may make revision necessary. 

“Your estate may have increased or 
decreased in value; births, deaths and 
marriages may have occurred in the 
family; important changes may have 
been made in the tax and property 


Buying 
an Automobile 
or Home Appliances? 
Ask your Dealer for 


Rates 
Cleveland Trust 
First! 

pdm 


“We're glad we 
followed that 
advice” 


—you will be, too! 


ecm 


Its brevity, simplicity and attention- 

getting layout make this Cleveland 

Trust Company newspaper ad ef- 

fective—the type that “he who runs 
may read.” 


laws; attesting witnesses may have died 
or moved away; changes may have 
taken place in your own point of view 
as to the distribution of your estate; 
or your legal residence may have been 
changed from one state to another. 

“These are just a few of the matters 
which render a- re-examination of your 
will very important. 

“It is wise to consult your lawyer 
to determine whether your will should 
be revised to meet altered property 
values or other changes and varied con- 
ditions. Our booklet ‘The Will Review’ 
will be of assistance to you in this con- 
nection. Your lawyer has a copy or 
you may secure one by asking our Trust 


Officer.” 


‘“‘Try Your Hand’’ 


Illustrated by targets and arrows, a 
small folder issued by the Bowery Sav- 
ings Bank, New York City, analyzes 
the accounts carried by various types 
of savers. With the caption, “Try Your 
Hand,” the folder suggests: 

“Here are the average records of 
other Bowery Savings Bank savers— 
good marks to shoot at! How does your 
account in the Bowery Savings Bank 
measure up with the accounts of other 
savers at the Bowery? This folder will 
show you at a glance—may give you a 
mark to shoot at. Thousands of other 
savers have aimed well and _ have 
reached their marks by regular per- . 
sistent saving. So can you.” 

The accounts of six classifications of 
savers are then analyzed briefly, includ- 
ing: white collar workers, housewives, 
mechanical workers, business men, pro- 
fessional men, and all others. For ex- 
ample, under “white collar” we find: 
“103,537 white collar workers have 
$104,585,900 on deposit in the Bowery 
Savings Bank. The average account for 
each white collar worker is $1,010.” 


Distribution Purpose Loans 


“Loans for Distribution Purposes” 
is the caption of one of a series of loan 
ads being carried by the First National 
Bank in St. Louis. Copy reads: “Con- 
cerns engaged in the distribution and 
marketing of manufactured products— 
jobbers, wholesalers and_ retailers— 
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render an essential service and account 
for a large part of the business trans- 
actions of the country. 

“We make loans to such concerns 
for the purpose of carrying receivables 
and inventories, as well as for various 
other purposes. 

“Applications for loans are also so- 
licited from other concerns—large or 
small—which we may not be serving 
at this time.” 


‘‘The Sparkplug of Business’’ 


With the simple but effective illustra- 
tion of a sparkplug, and with the at- 
tention compelling caption “The Spark- 
plug of Business,” the State-Planters 
Bank and Trust Company, Richmond, 
Virginia, recently carried a newspaper 
ad which read: 

“Without the sparkplug the most 
graceful plane, the speediest automobile 
or the most powerful tractor would 
be unable to move. And without the 
sparkplug of bank credit the great 
machines of industry, commerce and 
trade would be at a standstill, too. 
Bank credit is indispensable to the na- 
tion’s business. It furnishes the vital 
spark in the production, distribution 
and consumption of wealth. 

“By means of bank credit factory 
equipment is installed, raw materials 
are purchased and wages are paid; in- 
ventories are turned, sales promoted 
and goods distributed; food is eaten, 
clothes are worn and automobiles are 
driven. Thus bank credit plays an im- 
portant. part in the everyday life of 
the nation, reaching deep into the lives 
of everyone. 

“For more than seventy-three years 
State-Planters has been an active force 
in supplying bank credit to sound busi- 
ness enterprises operating in Richmond, 
in Virginia, and in this trade area. 
Firms and corporations, from the 
largest to the smallest, have found the 
credit facilities of this bank of inesti- 
mable value in the conduct of their 
affairs. They have found here a de- 
pendable and responsive loan service— 
the sparkplug that keeps their business 
running smoothly, efficiently and prof- 
itably. 


“To the executive interested in bank 
credit on a sound and economical basis 
State-Planters extends a cordial invita- 
tion to make use of its facilities.” 


**Four Pillars of Income’’ 


In furtherance of their “Four Pillars 
of Income” educational program, The 
First National Bank of Clarksville, 
Tenn., is having members of. the staff 
visit school houses and churches in the 
Clarksville trade area for the purpose 
of showing their new home-made color 
motion picture film which presents, in 
an interesting manner, the method in 
which the four principal farming in- 
comes fit into the four seasons of the 
year without interfering with one an- 
other. In announcing the film, the 


bank stated: 


“Tt is the very earnest wish of the 
management of the bank that every 
farm family—men, women and chil- 
dren—will come to see this picture 
when it is shown in the most convenient 
school house or church. No charge is 
made to see the picture. 

“The picture was made and it is 
being shown as a means of interesting 
a greater number of farmers in the 
Four Pillars of Income, and as evidence 
of the willingness and desire of the 
bank to help individual farmers as they 
plan to produce all or a part of the 
four principal crops—tobacco, sheep, 
wheat and other small grain, and live- 
stock. These are the four seasonal 
crops which have made up the diversi- 
fied farming program of those who 
have been the most successful farmers 
of the Clarksville trade area. They are 
the ones which now seem to offer the 
best prospects for a balanced farming 
program which will make a profit in 
the future. For farming to be attrac- 
tive to the younger generation and hold 
them on the farms it must be an activity 
which offers them a chance to make 
enough money to live comfortably, pro- 
vide for the needs of the family, and 
accumulate something for old age. It 
is the purpose of this bank to lend a 
helping hand toward that much to be 
desired goal.” 
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BRIEFS 


Items of interest from many sources—condensed for quick reading 


Christmas Club Funds 
Three hundred and fifty million dol- 


lars will be distributed to more than 
7,000,0000 Christmas Club members by 
approximately 4,700 banking and finan- 
cial institutions and other organizations 
during December, according to an esti- 
mate given out by Herbert F. Rawll, 
founder and president of Christmas 
_Club, A Corporation. The total dis- 
. tribution for 1939 is about 7 per cent 
in excess of 1938. The total amount 
saved, the number of participating in- 
stitutions, the average per-member ac- 
cumulation and total number of mem- 
bers enrolled represent a new high 
since the bank holiday year of 1933. 
The average distribution per member 
amounts to $48.80, as against $47 for 
1938. The estimates are based on a 
substantial number of reports received 
from institutions operating the Christ- 
mas Club plan in different sections of 
the country. 

Using reports received in 1938 from 
individual Christmas Club members, 
the estimated fund of $350,000,000 will 
be used by the recipients approximately 
as follows: Christmas purchases, 32.4 
per cent; permanent savings, 26.7; 
year-end bills, 14; taxes, 9.7; insur- 
ance premiums, 9.3; education, travel 
and charity, 4.2; mortgage interest, 2.3; 
unclassified, 1.4 per cent. 


Mortgages Recorded 


Altogether $2,790,863,000 worth of 
non-farm mortgages valued at $20,000 
and under were recorded during the 
first nine months of this year, officials 
of the Federal Home Loan Bank Board 
announce as a result of statistics com- 
piled by the board’s division of research 
and statistics in codperation with sav- 
ings and loan associations and other 


556 


mortgage lending groups throughout 
the country. 

Of the total recordings, savings, 
building and loan associations ac- 
counted for 31 per cent, commercial 
banks and trust companies 24 per cent, 
individuals 18 per cent, insurance com- 
panies 9, mutual savings banks 4, and 
miscellaneous lenders 14. 

The volume of recordings in the 
third quarter of 1939—$993,000,000— 
was nearly the same as in the second 
quarter ($1,014,000,000), and over 
$200,000,000 greater than in the first 
three months ($784,000,000). The 
quarterly figures reveal a steady rise 
in the proportionate amount of record- 
ings attributed to savings and loan asso- 
ciations, their share standing at 33 per 
cent of the total in the third quarter, 31 
per cent in the second, 29 per cent in 
the first quarter. Commercial banks 
and trust companies’ share of total re- 
cordings in the third quarter was 23 
per cent, as compared with 25 per cent 
in the second quarter, 26 per cent in 
the first quarter. 


Stockholders Outnumber Depositors 

The First National Bank of New 
York was cited in a recent issue of 
Collier’s Magazine as an_ institution 
which has fewer depositors than stock- 
holders because it handles only large 
accounts. The First National has ap- 
proximately 1,500 accounts with depos- 
its, as of September 30, 1939, totaling 
$620,818,857. Of its 5,300 sharehold- 
ers, about 1,750 own only one share. | 

Another New York City bank hav- 
ing fewer depositors than stockholders 
is The Continental Bank & Trust Com- 
pany of New York. As a result of fol- 
lowing a selective policy in accepting 
accounts, the bank now has 3,500 de- 
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positors, compared with 6,000  stock- 
holders. Of these stockholders, 5,700 
own 200 shares or less. 

In the past few years The Conti- 
nental has been active in developing its 
list of out-of-town correspondents, and 
on October 2, 1939, deposits of other 
banking institutions contributed $12,- 
937,073 to The Continental’s total de- 
posits of $66,967,122. Resources stood 
at $77,532,004. 


Savings Bank Life Insurance 


Clarence B. Plantz, vice-president of 
the New York Savings Bank, reported 
at the recent annual meeting of the 
Savings. Bank Association of the State 
of New York that after nine, months of 
operation of savings bank life insurance 
over $5,500,000 of insurance was. in 
force, representing 6,699 policies 
through the banks which established life 
insurance departments at the first. of 
the year. There are now six issuing 
banks and seven agency banks, or in 
other words, 10 per cent of the savings 
banks of New York State are engaged 
in this activity. 

“It is significant,” stated Mr. Plantz, 
“that the average savings bank life in- 
surance policy is $831. The substan- 
tial demand for savings bank life insur- 
ance already experienced is definite evi- 
dence of the need and desirability of 
this service for those people who, 
though: they want life insurance cover- 
age do not want the attention or assist- 
ance of life insurance agents.” 

Total premium collected during the 
nine months ended September 30. was 
$106,125.67, during which time there 
have been but three deaths throughout 
the entire system, resulting in death 
payments of only $5,500. 


ABA Regional Conferences 


The three regional conferences of the 
American Bankers Association sched- 
uled to be held this winter for bankers 
of the South, East and West, will be 
devoted to further development of 
broad, efficient banking services to busi- 
ness and industry, it is announced by 
Robert M. Hanes, president of the asso- 
ciation. 


Continuing the association’s program 
of education for bankers through bank- 
ing forums, the theme of the first meet- 
ing, to be held-in Richmond, Va., De- 
cember 7-8, will be “Banking’s Part in 
Business Development,’ Mr. Hanes 
said. 


The principal speakers at each of the 
three winter conferences will be bank 
officers who have specific knowledge of 
various banking problems and _prac- 
tices based on the experience they have 
gained in their own localities. They 
will stress practical application of re- 
cent developments in bank operation. 
Opportunities ‘for forum discussions of 
each topic will be given those who at- 
tend the sessions. 

The three conferences this winter will 
mark the fourth successive year of the 
ABA regional conference program. Fol- 
lowing the first conference in Richmond, 
the second and third have been sched- 
uled for New York City, March 6, 7 
and 8, and Denver, Colo., March 21 
and 22. Similar. meetings were held 
last year in Columbus, O.; Minneapo- 
lis, Minn., and New York City. 


Over-active Account Curbs 


Banks in some cities are beginning 
to institute small service charges to 
cover the added costs of handling cer- 
tain savings accounts showing an ex- 
cessive number of withdrawals. This 
applies, bankers say, to only a small 
fraction of the savings accounts in any 
one ‘institution. 

Discussing this development recently, 
John W. Woodburn, treasurer of the 
Cleveland Trust Company, Cleveland, 
O., said that where savings accounts at 
that bank show an abnormal number 
of withdrawals, the depositor is being 
notified that a charge of ten cents will 
be made for each withdrawal in excess 
of six in any half-year period. 

“The depositor is being asked to 
come in and discuss the matter,” Mr. 
Woodburn said,“ and in practically all 
cases he or she recognizes the«fairness 
of the charge and either agree to pay it 
or to reduce the number of withdraw- 
als.” 
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Dollar Importance 


The increased importance of the 
United States dollar in the international 
exchange market is bound to be of con- 
siderable benefit to the United States, 
but it also bestows greater responsi- 
bilities on the monetary authorities of 
this country, suggests the Alexander 
Hamilton Institute. With the various 
currencies of the neutral countries 
linked officially or unofficially to the 
United States dollar, the opportunity 
for better trade relations with these na- 
tions exists. A stable currency elimi- 

‘nates the danger of losses from ex- 
change fluctuation. The operation of 
the sterling bloc and the stability of the 
various currencies attached to it were 
a material help to the international 
trade of Great Britain. 

Since the United States is the most 
important neutral country at the pres- 
ent time, her trade relations with the 
rest of the world are bound to increase 
and with it the use of the dollar accept- 
ance. Not only will the foreign trade 
of the United States be financed through 
dollar acceptances, but in all proba- 
bility many neutral countries which 
heretofore financed their. international 
trade through London by means of 
pound sterling bills will shift their op- 
erations to the United States. 

Because of the neutral position of 
the United States, of the huge amount 
of its gold and the absolute lack of 
foreign exchange restrictions, the dol- 
lar is eminently qualified to become 
the international currency during the 
war. This is particularly so since it is 
evident that the President is not plan- 
ning to devalue the dollar further. 


© 


Convention Dates 


1939 
December 7-8—American Bankers Associa- 
tion Regional Conference, Richmond, Va. 
1940—NaTIONAL 
April 21-24—American Bankers Associa- 


tion Executive Council Spring Meeting, 
The Homestead, Hot Springs, Va. 





May 8-10—National Association of Mutual 
Savings Banks, Hotel Statler, Boston, 
Mass. 

May 23-25-—National- Safe Deposit Advis- 
ory Council, Hotel Statler, Boston, Mass. 

June 3-7—American Institute of Banking, 
Hotel Statler, Boston, Mass. 

September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 


1940—SrTaTE AND REGIONAL 


January 11-12—ABA Regional Trust Con- 
ference, Detroit, Mich. 

January 17-19—Missouri Bankers Confer- 
ence, University of Missouri, Columbia, 
Mo. 

January 24-26—Louisiana Bankers Confer- 
ence, Louisiana State University, Baton 
Rouge, La. 

February 12-14—Indiana Banking Confer- 
ence, Indiana University, Bloomington, 
Ind. 

March 21-22—ABA Regional Banking Con- 
ference, Denver, Colo. 

April 4-6—Florida Bankers. Association, 
Palm Beach Biltmore Hotel, Palm Beach, 
Fla. 

May 2-3—Oklahoma Bankers Association, 
Tulsa, Okla. 

May 4—Oklahoma ‘American Institute of 
Banking, Tulsa, Okla. 

May 6-8—Missouri Bankers Association. 

May 8-10—Kansas Bankers Association, 
Wichita, Kan. 

May 13-15—Mississippi Bankers Association. 

May 15-16—Indiana Bankers Association, 
Claypool Hotel, Indianapolis, Ind. 

May 15-16—South Dakota Bankers Asso- 
ciation, Watertown, S. D. 

May 17-18—National Association of Bank 
Auditors and Comptrollers Regional Con- 
ference, Minneapolis, Minn. 

May 21-23—Texas Bankers Association, 
Buccaneer Hotel, Galveston, Tex. 

May 23-25—Virginia Bankers Association, 
Hotel Roanoke, Roanoke, Va. 

May 28-29—Illinois Bankers Association, 
Palmer House, Chicago, Il. 

June 3-5—Iowa Bankers Association. 

June 5-7—Minnesota Bankers Association, 
Minneapolis, Minn. 

June 5-9—District of Columbia Bankers 
Association, The Homestead, Hot Springs, 
Va. 

June 6-8—West Virginia Bankers Associa- 
tion, Greenbrier Hotel, White Sulphur 
Springs, W. Va. 

June 14-15—North Dakota Bankers Asso- 
ciation, Minot, N. D. 

June 11-12—Wisconsin Bankers Association. 
June 17-19—Michigan Bankers Association, 
Pantlind Hotel, Grand Rapids, Mich. 
June 21-22—Colorado Bankers Association, 

Stanley Hotel, Estes Park, Colo. 
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